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A SIMPLE TURN of the job selector 
knob changes jobs in a second—gives 
choice of any four accounting oper- 
ations controlled by each sensing panel. 
Any number of panels may be used, 
so there’s no limit to the number of 
jobs a Sensimatic will do. 


Hoel nw 


No other accounting machine is so universally useful— 
can do so many accounting jobs with such speed, such 
ease ... at such a saving! 
There’s practically no limit to the number of accounting 
problems your Sensimatic can solve! Its most remark- 
able feature—the sensing panel or “mechanical brain”— 
automatically directs it through every operation—effort- 
lessly, unerringly. Moreover, the Sensimatic’s many 
other automatic features and highly efficient design save 
costly working time and operator effort . . . make it 
simple to learn, easy to use! 
Why not see for yourself how much more Sensimatics 
can do for you? Simply call your nearby Burroughs 
Office, listed in the yellow pages of the telephone book. 
Burroughs Adding Machine of Canada, Limited, 
Windsor, Ontario. 


WHEREVER THERE'S BUSINESS THERE'S { Burroughs 





THE CANADIAN 


“tt makes figure work 
easier and faster!" 


“Our National 
saves us time, 


work and money!" 


CHARTERED ACCOUNTANT 


"National 


remembers when 
| have forgotten!" 


Ohely National ADDING MACHINE offers 
you this Exclusive Combination of Features! 


ANSWER 
give protection against costly mistakes. 
244 times 


“CLEAR” SIG- 
figures you 


Saves you 


1. AUTOMATIC 
NAL. Reminds you of 
may have overlooked. 
countless time in checking. 


2. STAIR) STEP KEYBOARD. 
Easier taster more accurate. 
Eliminates the biggest cause of 
machine error the risk of acci- 
dentally depressing two keys in the 
same column. Barrel-type keys are 
designed to fit the fingers. Non- 
glare keyboard. 

3. EASY TOUCH KEY ACTION. 
Keys depress accurately with the 
softest touch—less work means less 
fatigue. 


d 
* 
CASH REGISTERS ADDING MACHINES 
ACCOUNTING MACHINES 


“Magnify” the results 
Make figures 
easier to see and to bring 
permit use of 


4. LARGE DIALS. 


larger read 


figures 514” 


machine without tape. 


closer to the operator 


5. 4WAY PAPER SPACE CONTROL. Provides clear, 
easy-to-read figures and totals. Automatically spaces 
tape to exact tear-off position. Saves one manual oper- 
ation every time you tear off the tape -an average 
saving of 100 operations per hour! 

6. SUBTRACTIONS PRINTED IN| RED) can 
be mistaken for additions—easy to check off 

7. AUTOMATIC CREDIT BALANCE—-computed and 
printed with only one touch of the total bar 

8. HEAVY DUTY CONSTRUCTION 


durability and trouble-free service. 


never 


(Juarantees 


nearest National 
further details. 


THE NATIONAL CASH REGISTER COMPANY 
OF CANADA LIMITED 
Head Office: Toronto - Sales Offices in Principal Cities 


4sk your representative for 
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McLeop, YounG, WEIR & COMPANY 


LIMITED 


DEALERS IN 
GOVERNMENT, MUNICIPAL 
AND 
CORPORATION SECURITIES 


50 King Street West 276 St. James Street West 
Toronto Montreal 
Telephone: EMpire 4-0161 Telephone: HArbour 4261 


Offices: Toronto, Hamilton, London, Ottawa, Winnipeg, Montreal, New York 


¥ Our Commercial Letter contains each month 
, @ survey of the current economic climate, 
articles dealing with specific aspects of 
Canadian commerce and industry, a con- 
cise review of foreign trade developments 


and a statistical summary of commercial 
and industrial activity. 


A postcard or letter will place 


your name on our mailing list. 
The Canadian Bank of Commerce 
HEAD OFFICE: TORONTO 
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THE CANADIAN CHARTERED ACCOUNTANT 


New money-saving way to post accounts receivable 


It’s the McBee Ledger Poster, devel- 
Oped by the makers of modern, sim- 
ified record-keeping systems like 
ysort and Unit Analysis 
With the Ledger Poster, your state- 
ments can’t go haywire (and draw 
snarls from customers), invoice figures 
can’t get posted improperly on journal 
or ledger, wrong amounts can’t be 
transposed or figures miscopied 


dn a single writing, amounts are en- 


$6950 


THE McBEE COMPANY, LTD. 


Sele Manufacturer of Keysort—The Marginally Punched Card 
11 Bermondsey Road, Toronto 13, Ont. 
Offices in principal cities 


is all you pay for the McBee 
Ledger Poster. Forms, in stock or 
printed to your order, are extra. 


tered on three records: a) the state- 
ment itself, b) the accounts receivable 
journal and c) the permanent accounts 
receivable ledger Specially trained op- 
erators are not necessary Forms are 
specially designed to fit your require- 
ments. 

An exclusive McBee feature permits 
easy insertion of ledger cards, makes 
the Ledger Poster easy to operate 
quickly and accurately 


Posting accounts payable is also easier 
and surer with the McBee Ledger 
Poster 


The McBee representative near you 
can quickly demonstrate the advan- 
tages of this modern, flexible way to 
speed paper work a system already 
being adopted by hundreds of firms in 
every kind of business 


Ask him to drop in. Or mail the 
coupon below 


=a THIS COUPON TODAY = <= ame ame ong 


Nome. 
Firm 


Address. 


THE McBEE COMPANY, LTD. 
11 Bermondsey Road, Toronto 13, Ont. 


Please rush me free brochure explaining the 
McBee Ledger Poster and Payroll Poster 


No. of statements. 


SI ciate atilitisiiniareiccR, 


253A 


a 
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P70 evenings /: t 


because 
all your figure work can be in balance 
by S every day! 


Your clients will thank you for recommending Sund- 
strand Accounting Machines because they can leave their 
offices by five every day — confident that the Accounting 
Department is up to the minute. 

The truly versatile Sundstrand, recognized for its speed, 
simplicity and operating ease, gives your clients day-by- 
day accounting control and eliminates all month-end 
peaks. Work in balance every day is up to date at the 
month-end — when it counts. 

Both you and your client will benefit if you let the Under- 
wood Sundstrand sales representative help you make the 
next recommendation. 


Underwood Sundstrand 


ACCOUNTING MACHINE DIVISION 


Underwood Limited 


135 VICTORIA ST. TORONTO 





THE CANADIAN: CHARTERED ACCOUNTANT 


You are cordially 
invited to our booth 


again this year, at 


CAN. INTERNATIONAL 
TRADE FAIR 


Pa 


| ii 
CITY-WIDE 
ANSWERING 


9 Branch Exchanges 


City-Wide Telephone Services 


LIMITED ~ 


HEAD | 392 Bay St. 
OFFICE? TORONTO. EM. 6-4262 


NEW — AUTOMATIC 


it's quaranteed 
for 10 years 


@ Point retracts when you 
forget 


@ King size refill 


@ Writes dry—no leak, stain 
or transfer 


@ Permanent — safe for 
cheques 


@ Push button contrelled 
point. Stainless steel hood 
and Tenite barrel. 


Price $2.49 Refill 59c 


GRAND & Joy imires 


6-14 WELLINGFON ST. WEST 
332 Bay St. 115 Yonge St. 
TORONTO |, CANADA 


SWEETNESS 
and 
LIGHT 


By Jay Vee 


Freud for the Masses 


[' the first half of the 20th century 
can be said to have popularized the 
physical sciences when it put Buck 
Rogers into every home, the second 
half will surely be remembered for 
what it is doing to psychology, sociol 
ogy, and the other so-called “human” 
sciences. 

The other day we picked up at ran 
dom the latest issue of a well-known 
woman's magazine. The leading ar 
ticle invited us to observe in detail the 
explosive cmotions of teen-age race 
sioters who were merely ‘denying their 
basic insecurity through expressions of 
daring and defiance’. Next eur eyes 
were confronted with the illustrated 
agony of an adolescent who learns she 
is a “test-tube’” baby. Turning over 
the pages, we diagnosed a case from a 
psychologist’s notebook and when we 
had ticked off our choice of the three 
possible explanations of Gwen's marital 
troubles, we looked back and got the 
correct answer. Finally, we were able 
to derive a little perverted humour 
from a psychological satire on whether 
mothers are necessary to the rearing of 
their children, though even here we 
had to wade through questions of post- 
natal depression, unnatural inhibitions, 
and acute schizophrenia. 


It would be a mistake to think that 
popular psychology is confined to the 
housewife’s reading material. Recently 
a number of newspapers across Canada 
have begun to carry a new comic strip 
called “The Heart of Juliet Jones”, and 
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Sweetness and Light 


its chief attraction, according to wide- 
spread advance advertising, is that it 
presents “a new problem every day”. 
Monthly digests of general interest are 
likewise full of self-quizzes on sales- 
manship ability, social consciousness, 
and even in-law relationships. 

For our money, however, when it 
comes to popular psychology, nobody 
can beat the average Canadian farmer. 
He has been at it for a long time, as 
have his father and grandfather before 
him. He has case histories galore at 
his fingertips, and no social or busi- 
ness contact is so rushed but that he 
has a chance to make a few accurate 
observations about the person with 
whom he is dealing. Generally he is 
quick to perceive a whole attitude in 
what might seem like an unimportant 
mannerism, but on the other hand he 
is not taken in by the razzle-dazzle of 
fancy externals. When he does make 
an analysis, his words are not mud- 
diéd with inappropriate technical jar- 
gon from a textbook. 


Maybe one of these days, when the 
Freudian fad has passed and people 
yawn at the mention of the Oedipus 
complex, the farmer's views about hu- 
man relations will enjoy some of the 
respect that is their due. 


A Comedy of Errors 


HE three learned gentlemen describ- 


ed in this clipping from The Lon- , 


don Times, March 12, 1953, must by 
this time be gnashing their teeth at the 
irony of their lot. 


EGYPTIAN LAWYERS GO SOUTH 
ALLEGED ARRESTS 
FROM OUR OWN CORRESPONDENT 
CAIRO, MARCH 11 


Dr. Salah ed Din, who was Foreign Minis- 
ter in the last Wafd Government, accom- 
panied by two colleagues of the Egyptian Bar, 


C. A. REQUIRED 


Young chartered accountant required 
for diversified practice offering good 
opportunity. Address reply outlining 
qualifications and experience to Rich- 
ter, Usher & Vineberg, 660 St. Cathe- 
rine St. W., Montreal, Que. 


ASSISTANT SUPERVISOR 


The Ontario Public Service requires 
an assistant supervisor for municipal 
auditing and accounting, Department 
of Municipal Affairs. 

Remuneration: Salary commencing at 
$4,020 per year (cost-of-living bomus 
included); generous pension plan; sick 
leave credits; three weeks’ holidays per 
year. 

Qualifications: degree of chartered ac- 
countant or certified public accountant; 
recent graduate with some municipal 
auditing experience preferred. 
Application for interview should be 
made in writing to Department of 
Municipal Affairs, Parliament Build- 
ings, Toronto. 


INTERNAL AUDITOR 


Assistant internal auditor required by 
large B.C. industrial concern. Recent 
graduate age 25-30 preferred. A good 
knowledge of internal control proced- 
ures essential. Excellent opportunities 
for a bright energetic young man. 
Applications should include particulars 
of experience, date of graduation and 
salary expected. Box 319, The Cana- 
dian Chartered Accountant, 10 Ade- 
laide St. E., Toronto, Ont. 


POSITION OPEN 

Reliable and progressive firm in cartage 
and warehousing requires an aggressive 
young man between 25 and 35 years of 
age, with initiative and the urge to 
succeed; with a background of practical 
accountancy; for a position of general 
supervisory office work, to work up to 
internal auditor within two _ years. 
State starting salary expected and sup- 
ply references. Box 317, The Cana- 
dian Chartered Accountant, 10 Adelaide 
St. E., Toronto, Ont. 
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PRACTICE WANTED 
C.A. wishes to acquire practice in On- 
tario. Partnership or agreement for 
succession will be considered. Box 
318, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 


UNIVERSITY INSTRUCTOR 


Applications are requested from chart- 
ered accountants with a university de- 
gree for instructor in accounting at the 
School of Commerce, University of 
British Columbia. Duties will be 
teaching accounting and allied sub- 
jects starting July 1, 1953 or later date 
to be arranged. Please submit full de- 
tails concerning qualifications and per- 
sonal data to the Director, School of 
Commerce, University of British Col- 
umbia, Vancouver 8, B.C. 


CHARTERED 
ACCOUNTANT'S OFFICE 


We have openings in our Montreal 
office for recently qualified chartered 
accountants and can offer wide experi- 
ence, good salary and prospects. Apply 
to Box 320, The Canadian Chartered 
Accountant, 10 Adelaide St. E., Toron- 
to, Ont. 


POSITION WANTED 
C.A., age 33, five years public auditing 
and several years taxation experience 
desires accounting position, preferably 
in Western Canada. Box 322, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


Sweetness and Light 


left Cairo to-day for the Sudan with the in 
tention of defending persons alleged to have 
been arrested by the British authorities in the 
south, 

None of the three lawyers knew last night 
whom he was going to defend and—unless 
there have been some arrests of which no 
news has reached Cairo—they may have diffi- 
culty in finding anyone in need of their ser- 
All the persons arrested in connection 
incident at Aweil in the Bahr el 
trial or 


vices. 
with the 
Gazal 
acquitted after trial. 

Another point which Dr. Salah ed Din and 
his colleagues did not consider before their 
impetuous departure is that none of them is 
licensed to practise under the Sudan criminal 


have been released without 


code. 

If Gilbert and Sullivan were alive to- 
day, think what they could have done 
with a plot like that! 


POSITION WANTED 


Chartered accountant with seven years 
public and four years industrial experi- 
ence, thoroughly familiar with manage- 
ment, personnel, accounting, auditing, 
and taxation problems, bilingual, de- 
sires to obtain position, preferably in 
Montreal, as chief accountant, comp- 
troller, treasurer or of a similar nature. 
Excellent references, presently employ- 
ed. Box 321, The Canadian Chartered 
Accountant, 10 Adelaide St. E., Tor- 
onto, Ont. 


Accounting and Allied Subjects Taught 


TO C.A, STUDENTS 


desiring to obtain 
on examinations. 
TO CLIENTS' STAFF MEMBERS 
when principal or employee is 
the office. 


a fresh, 


clear viewpoint on subjects which 


anxious to improve 


are causing trouble 


“know-how” and efficiency in 


BY SHAW DAY AND NIGHT SCHOOLS 


for those in the 
Toronto. 


more 


elementary stages who 


prefer classroom instruction in 


BY SHAW CORRESPONDENCE SCHOOL 


for those capable of taking 
SHAW SCHOOLS have 
in the shaping of the 
Associations of C2nada. 


Outline 


become 
educational 


rapid strides by the 
familiar with 
plans of the 


home-study method. 
cases taken a leading part 
Secretarial and Banking 


and in many 
Accounting, 


YOUR problem by telephone or letter. 


SHAW SCHOOLS, Dept. CA, 1130 Bay Street, Toronto - 


Kingsdale 3165 
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THE BIRCH-HINDS 


PRINTING COMPANY 


Leet hep 







A Complete Service 





1030 ST. ALEXANDER ST. MONTREAL Unb-2016 












PLAXTON & COMPANY 






Barristers and Solicitors 










Suite 1207, 320 Bay Street Toronto 1, Ont 





SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 






Barristers and Solicitors 











50 King Street West . . . Toronto 1, Ont 


STAPELLS, SEWELL, STAPELLS and BRUCE 


Barristers and Solicitors 







Toronto 1, Ont 







112 Yonge Street 









ROSS & ROBINSON 






Barristers and Solicitors 







Canadian Bank of Commerce Chamber: Hamilton, Ont 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 









Hamilton Building, 395 Main Street Winnipeg, Man 





CAMPNEY, OWEN, MURPHY & OWEN 






Barristers & Solicitors 






744 Hastings Street West - . - Vancouver 1, B.C 
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BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 








25 King Street West - - - - Toronto 1, Ont. 


DIGNAN & MORTON 


Barristers and Solicitors 









Bloor Street G St. Clarens Avenue Toronto 4, Ont. 


H. MEYER GOODMAN & WOLFE D. GOODMAN 


Barristers and Solicitors 









88 Richmond Street West 





Toronto 1. Ont 


': McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 




















302 Bay Street Toronto 1, Ont 








CHARTERED ACCOUNTANT REQUIRED 


The Institute of Chartered Accountants of British Columbia requires 
a male chartered accountant for the newly created position of 
“Assistant Secretary-Treasurer and Director of Education” in the 
Institute’s office in Vancouver, B.C. The commencing salary will be 
determined on the basis of a particular applicant’s qualifications and 
experience, and such commencing salary shall not be less than $5,000 
per annum. After a probationary term of employment, the new 
officer may expect the Institute to share with him the cost of welfare 
plans. The present secretary-treasurer of the Institute will continue 
in that office on a part-time basis for such period as may be required 
to transfer effectively the responsibilities of his office to the new 
employee. 

It is believed that the interests of the Institute will best be served 
by a person who is between the ages of 25 and 40 years, so that he 
may hold the office for a long enough period to develop its full 
possibilities. 

Applications setting out educational background, professional quali- 
fications, experience, age, marital status, expected commencing salary, 
and other pertinent information, should be addressed to the Executive 
Committee, The Institute of Chartered Accountants of British Colum- 
bia, 475 Howe St., Vancouver 1, B.C. 
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Dominion and Provincial 






Government Bonds 






Municipal Bonds 
Public Utility 


and 







Industrial Financing 






Orders accepted for execution on all stock exchanges 


Dominion SECURITIES 
CORPN. LIMITED 


Established 1901 tee 







TORONTO MONTREAL NEW YORK LONDON. ENG WINNIPEG CALGARY VANCOUVER VICTORIA 
LONDON KITCHENER BRANTFORD HAMILTON OTTAWA QUEBEC HALIFAX SAINT JOHN 






50 King Street West, Toronto, Canada 






LEMAY & ROSS 


Barristers and Solicitors 






132 St. James Street West Montreal, Que 














McMICHAEL, COMMON, HOWARD, KER & CATE 






Barristers and Solicitors 





Royal Bank Building ; : : : Montreal 1. Que. 






PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 






Barristers and Solicitors 









464 St. John Street 





Montreal 1, Que. 
















STIKEMAN & ELLIOTT 






Barristers and Solicitors 





505 Bank of Canada Building Montreal 1, Que. 
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Corporate Financing... 


ln our more than sixty years of business we have been 

of service to many outstanding Canadian corporations 

in the issuing and distribution of their securities. 
Should you require information or assistance in such 


matters, we would welcome your enquiry. 


" 
A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 


TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON LONDON, ENG. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building . - . - - Halifax, N.S 


QUAIN, BELL & GILLIES 
Barristers and Solicitors 


56 Sparks Street . : . . Ottawa, Ont 


DIXON, CLAXTON, SENECAL, TURNBULL & MITCHELL 
Barristers and Solicitors 


Bank cf Canada Building - - - Montreal 1, Que. 


DUQUET & MACKAY 
Barristers and Solicitors 


360 St. James Street West : . Montreal 1, Que. 
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COMMENT AND OPINION 


Support for Consolidations companies, which are listed on the stock 


N the House of Commons on March 3 exchange, are practically showing deficits 
Mr Charles P MP. f : while the subsidiaries are making hun- 
t Charles Parent, M.P. for Que- dreds of thousands of dollars. 
bec West gave utterance to some pungent 


: On a previous occasion, Mr Parent 
comments in the course of the Budget : 
: made known his ardent support of the 
Debate, of which we reproduce a part. 


Mr Parent urged the necessity for con- efforts of the C.I.C.A., through its Com- 


solidated financial statements, and said: oe Act Committee, - bring about the 
’ change in our Companies Acts which he 
How can you expect people to invest <9 vigorously espoused in the Commons 
money in companies if they are going to i, March. The Committee’s representa- 

be at the mercy of the few who do not... a 
: ‘ ; tions last October to the Dominion-Pro- 

want to give them any information when ne , 

they attend annual meetings. Most of vincial Conference on Uniform Company 
the time the old answer that has been Law received then the hearty plaudits of 
used for over 50 years is given, that it the member for Quebec West who attend- 
is not in the interest of the company ed the sessions in an unofficial capacity. 
that it should be divulged. In the United Mr Parent may be assured that the ac- 
States you at least have consolidated bal- counting profession appreciates his sup- 
ance sheets and quarterly statements be- port of their efforts to improve financial 


cause it is recognized that investing reporting by securing a change in the 
money is a science, and that you cannot law 


invest money properly unless you have 

the facts. I believe there should be Improving Financial Reports 
some such provision in the Companies I the course of his speech on March 
Act. When we are just starting to scratch 3 Mr Panst safecred to an adden 
the wealth of this country, when we are : E 

ieening We the oll fields of the west, delivered the night before by Mr W. H. 
when we are opening up the north, the Phillips, district superintendent of the 
Yukon, Labrador and Newfoundland, Bank of Montreal, to the Canadian In- 
when these developments are going to dustrial Editors Association. Mr Phillips 
bring money into Canada from the United said, according to Mr Parent, that con- 
States, why should we not as Canadians fusing terms and lack of information in 
be given an opportunity to participate companies’ reports should be done away 
in these developments and at least let with, and that the people should be 
the one who wants to risk his money brought into the secrets of the com- 


have the certainty that there is a law ea . 
; : Se .. panies in order to know how their money 
upon which he can rely in claiming his 
is being spent. 


right to be told what is being done with 
his money? I know companies that have That particular complaint is being 
six or seven subsidiaries and the main heard more and more in recent years, 


197 
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methods. To the carefully detailed ac- 
counts required by law must be added 
simplified statements made easily com- 


and not only in Canada. In The Econ- 
omist of February 14 we read the follow- 


ing: 
e prehensible. In the past few years, sev- 


Directors are slowly coming to realize 
that a widely spread distribution of share- 
holdings has advantages that go far be- 
yond a mere selfish wish for a quiet time 
at the annual general meeting. But there 
are still a far greater number of directors 
— and even more managers — who treat 
“their company” as if it were something 
apart from the people who own it.. 
Most people ... will . . . have to base 
their investment decisions largely on 
published accounts. Education — and 
even propaganda — through the medium 
of the annual report should, therefore, 


eral British companies have issued model 
simplified accounts — showing precise- 
ly and clearly how their profits were 
earned and allocated, and emphasizing 
the most important relationships and 
ratios of the constituent items — and 
some companies have also followed the 
American practice of presenting quarter- 
ly reports... . A mass of information 
in a company report will, however, mere- 
ly bewilder the small investor unless it 
is presented in a clear and attractive way 
and accompanied by simple but adequate 


explanations. 

With those sentiments, we are sure, 
Mr Parent and many others will heartily 
concur. 


become one of the functions of any pub- 
lic company; moreover, since it will be 
education for the uninitiated, it will have 
to be imparted through highly simplified 


AUSTRALIAN ACCOUNTANTS AMALGAMATE 


Believing that the number of independent accounting societies in Australia adversely 
affected the status and prestige of the profession, the Commonwealth Institute of Accountants 
and the Federal Institute of Accountants have amalgamated, and negotiations are nearing 
completion for the absorption of the 2500 members of the Association of Accountants of 
Australia. The new society takes the name “The Australian Society of Accountants” and with 
the admission of the Association’s members, it will have some 18,000 members. A member- 
ship of this size will doubtless enable it to claim the largest enrolment of any professional 
body in the British Commonwealth. 

With the demise of the Federal Institute its official organ, The Federal Accountant, brought 
its own 36 year life to a close in December, 1952. Henceforth the official publication of 
the new and larger society will be The Amstralian Accountant. 





Executive Development 
And the Chartered Accountant 


By S. G. Hennessey, F.C.A. 


Why do some accountants achieve distinction 
in the execution of high administrative responsibility and others not? 


7 development of executive person- 
nel competent to assume general ad- 
ministrative responsibilities is one of the 
major problems facing business, organ- 
ized labour, government, and the armed 
services at the present time. 

The present shortage of experienced 
able managers is the result of many fac- 
tors. The difficulty arises in part from 
the increasing size of individual organi- 
zations. Size has certainly contributed to 
the ever increasing complexity of the 
enterprises which the administrator must 
organize, direct, and control. This com- 
plexity, in turn, has helped to create the 
complicated society within which the 
individual organization must function. 


This difficulty is likely to continue. 
Some of the reasons are obvious. We 
live in an expanding economy. As 
organizations grow in size an ever higher 
percentage of the work force must be 
designated as supervisors. The present 
age distribution of senior administrators 
is unfavourable; depression and war 
have created a discontinuity which is ap- 
parent in many organizations. 


Many administrators have not yet re- 
1 For a valuable study of the growing concern 


of business men in the United States with 
this management problem see Myles L. Mace, 


cognized clearly the need for careful at- 
tention to these problems.’ Fewer have 
taken positive action. In Canada, a very 
small number of organizations are con- 
sciously and continuously acting to ensure 
an adequate supply of executives with a 
broad background of experience. Some 
others are aware of the importance of the 
matter and are planning accordingly, but 
have not yet made adequate provision for 
future needs. 


The General Problem 


Specialization of a very high order is 
one of the important characteristics of 
every kind of organized activity in these 
days. By breaking down a task into a 
number of parts or functions each mem- 
ber of a society is able to develop great 
skill in dealing with the problems which 
arise within the narrow limits of his 
responsibility. 

This merit is counterbalanced by at 
least two important disadvantages. Spe- 
cialization results in problems of co- 
ordination, that is, of bringing the estab- 
lished parts into proper relation with 
each other. The difficulty of co-ordina- 


“The Growth and Development of Execu- 
tives”, The Andover Press Ltd., Andover, 
Mass., 1950. 
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tion increases quickly with each new 
special allocation of duties. Secondly, 
specialization means that individuals will 
devote their energies to learning more 
and more about less and less, until, it 
has been said, they know all about 
nothing at all. Certainly the mere spe- 
cialist is not likely to achieve a balanced 
and integrated view of the many parts 
of the organization of which he is a part. 

Thus, specialization increases the need 
for executive ability, while at the same 
time suitable persons seem less and less 
likely to become available. 


The conversion of specialists into ad- 
ministrators able to deal effectively with 
general problems is one important aspect 
of the subject of executive development. 
The remainder of this paper is devoted 
to some exploration of this theme, with 
particular reference to chartered account- 
ants. 


The C. A. — A Specialist 


Through the past 50 years many chart- 
ered accountants have assumed important 
general administrative responsibilities in 
industry, government, and _ elsewhere. 
Others seemingly as able, and similarly 
trained, have not achieved the same dis- 
tinction. By examination of the cir- 
cumstances surrounding their growth and 
development we may be able to make 
valuable observations and reach useful 
conclusions. 


Early Experience and Training 


Most students-in-accounts assume du- 
ties of substantial variety; they come into 
contact with many types of business, 
large and small, and with government 
operations; they associate with people 
having widely diversified backgrounds 
and responsibilities. These students 
usually have an opportunity to observe 
a greater range of economic activity than 
is possible in almost any other occupa- 
tion. This would seem to be an ideal 
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beginning for a career leading eventually 
to most important general assignments. 
However, one important point must be 
remembered: throughout this experience 
their point of view is fundamentally 
that of the auditor or accountant. 

The duties assigned to a student vary 
with his ability and the work currently 
undertaken by his employer. They will 
depend also on the qualifications of the 
rest of the available staff. Some students 
are fortunate in that their capacity is 
fully utilized. Progressively more re- 
sponsible tasks of great variety are assign- 
ed to them. These duties are related 
more or less directly to the other import- 
ant areas of specialization — production, 
sales, and finance. Again the potential 
advantages are clear. However, the ac- 
countant is not required to have more 
than a general appreciation of the nature 
of these other areas. He rarely achieves 
a real understanding of the outlook 
and attitudes of these other specialists. 
As a student-in-accounts he approaches, 
necessarily, perhaps, each new assignment 
as an accountant pure and simple. 


The number of personal associations 
enjoyed by the student is frequently 
great. His closest continuing relations 
are likely to be with the senior account- 
ants within his own firm, and with his 


2 “The Impact of Budgets on People”, prepar- 
ed for Controllership Foundation, Inc. under 
the direction of Schuyler Dean Haslett by 
Chris Argyle, both of the School of Business 
and Public Administration, Cornell Univer- 
sity, was published in 1952. This study con- 
tains interesting details of the attitudes of 
“budget people” and factory supervisors to- 
ward each other, and toward each other's 
work. The foreword states “ ... . the 
verbatim responses and vigorous reactiens of 
factory foremen and supervisors were re- 
corded exactly as givens They are published 
here undiluted—after merely brushing off 
some of the mud carried in by earthly words”. 
Every accountant would profit from an exam- 
ination of the attitudes, analysis, and sugges- 
tions for action contained therein. 
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fellow students. In addition, he will 
work with a succession of other people, 
usually employees of the firm’s clients, 
and usually accountants. While the 
number of associations may be large, 
the range of interest represented is likely 
to be surprisingly narrow. 


Study groups have been organized by 
firms of accountants, by student associa- 
tions, and in some cases by small groups 
of students. Sometimes these groups have 
been blessed with competent leadership, 
but more often the students have been 
left to get along as best they could using 
their own resources. In almost every 
case the subjects for discussion have been 
strictly confined to technical matters. 
Frequently the avowed objective has been 
to “get through the exams”. This type 
of activity seems to contribute little to the 
achievement of a truly broad point of 
view and a proper perspective. 


Little attention need be directed at this 
time to the formal courses of instruction 
which are provided by the Institutes. For 
the most part they are concerned with 
the theory and practice of accounting, 
although supporting and related subjects 
are included. Suggestions concerning 
these courses of study are noted below. 

Perhaps the most serious deficiency 
in the early training of accountants lies 
in the fact that they are concerned too 
much with the measurement of material 
things and spend very little time dealing 
with human problems and giving con- 
sideration to the attitudes of people. 


Technical knowledge and ability are 
necessary, of course, but the importance 
of the leadership, guidance, and direction 
of people must never be forgotten. 
Technical training is only one of the 
qualifications required in a well-balanced 
executive, and it decreases in significance 
as his responsibilities become less and 
less specialized. A full understanding 
of the human aspects of management is 
vital and the accountant’s training is not 
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Admitted to the Ontario Institute 
in 1946, Professor S. G. Hennes- 
sey, B.Com., C.A. is at present a 
member of the staff of the Insti- 
tute of Business Administration, 


University of Toronto. He is 
director of the Management Con- 
ferences conducted by the Uni- 
versity and is associated with a 
variety of activities related to the 
development of executives. 





a 
particularly conducive to it. Too few 
accountants ever achieve this comprehen- 
sion. 

There appears to be little doubt that 
the student-in-accounts confines his atten- 
tion to a comparatively narrow field. 
Confined though his horizons may be, 
however, he is confronted by a terrifying 
array of facts, theories, procedures, and 
regulations. Try as he will and able 
as he may be, his technical studies seem 
without end. It is not surprising that 
few students find time and energy for 
study outside the field of their special 
responsibility. 


Interests after Graduation 

Having completed the formal require- 
ments, passed the final examinations and 
been granted the right to use the long- 
sought appellation, the new member is 
very likely to sigh, thereby signifying his 
relief from extreme tension. He fre- 
quently makes clear a strong determina- 
tion greatly to reduce past expenditures of 
effort, at least temporarily. Almost cer- 
tainly he will direct less attention to 
those subjects most featured by the Board 
of Examiners-in-Chief. 

This lack of interest in further im- 
mediate exploration of accounting mat- 
ters may well be wise. This attitude is 
reasonable, if as a substitute, an attempt 
is made to achieve a more balanced view 
of the business community, of the organi- 
zation with which the accountant is direct- 
ly associated, and of the society within 
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which he must work. Most new gradu- 
ates have not directed adequate attention 
toward these important subjects. Some 
few have appraised their own deficiencies 
and taken action to remove their short- 
comings, but such cases seem to be 
rare. 


After being admitted to membership 
the new accountant will either find him- 
self continuing in public practice or 
accepting a post in industry or govern- 
ment. If he continues in practice he 
may be associated with an existing firm 
or establish himself in independent prac- 
tice. 


Those members who stay in practice 
are, for most of their working life, 
likely to be engaged primarily in audit- 
ing and accounting activities. There is 
substantial likelihood that they will be 
concerned with a small group of clients 
and these may perhaps have similar in- 
terests. Another type of specialization 
may seem to be desirable; for example, 
the accountant’s responsibilities may be 
limited to tax matters or the installation 
of systems. 


Some accountants engaged in public 
practice are making very important con- 
tributions to their clients and to the 
community generally. They are by no 
means specialists in the narrow sense. 
They have achieved experience and under- 
standing of the highest order and as con- 
sultants play a very important part in 
the determination of top policy in busi- 
ness and government. When accountants 
develop this wide understanding, they 
are particularly well-fitted to undertake 
general managing responsibility. 


Accountants who leave the field of 
public accounting are almost certain to 
accept positions wherein their special 
training and technical knowledge can 
be applied immediately. They too con- 
tinue to be specialists, for a time at 
least. In general, these are the men 
who have the best opportunity to go on 


to secure a balanced appreciation of the 
nature of administration and of the 
qualities necessary in a great administra- 
tor. 

It should be noted that many students 
are stunned by the effort required to pass 
their final examinations. A few of them 
never recover any real interest in serious 
study of any kind. Only those who are 
strongest, most energetic, or best able to 
see the specialized nature of their training 
and the limitations of it have gone on to 
assume important general appointments. 

Many chartered accountants are by 
nature well-fitted to become senior ad- 
ministrators. Even the rigour of many 
years of apprenticeship in circumstances 
least favourable for general development 
are not likely to seriously decrease their 
ultimate effectiveness. But the commun- 
ity needs more than those with natural 
ability and the potential leaders must not 
be ignored. By appropriate action those 
with latent powers may become leaders, 
and the others may develop even greater 
skill than they would otherwise possess. 


In summary, this may be said: the 
danger is clear that many accountants 
who are potential senior administrators 
will never be fully developed. Because 
of the length and demanding nature of 
their early training and work experience, 
and the positions which they have as- 
sumed following graduation, many have 
felt no need or urge to develop further. 

The means whereby this failure to de- 
velop can be minimized merit considera- 
tion. 


The Development of 
Chartered Accountants for 
General Administrative Responsibilities 


The accountant, like every other spe- 
cialist, must recognize that participation 
in management at the top level requires 
breadth of vision and depth of under- 
standing. He must realize that these 
qualities cannot be acquired easily or 
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quickly. Conscious planning is neces- 
sary. There must be opportunity for 
broadening, stimulating, and challenging 
experience from an early stage in his 
development. This is the joint responsi- 
bility of the accountant and of his super- 
visor. 


Students-in-Accounts 


This developmental process should 
have modest beginnings during the period 
spent as a student-in-accounts. Technical 
training cannot be neglected, but much 
could be done to encourage a broader 
appreciation of the accountant’s role, of 
the functions of other specialists, and of 
the need for co-ordination and co-opera- 
tion in administrative work. 


Specific suggestions can be made. 
Every supervisor of students-in-accounts 
must recognize his responsibility as a 
tutor. Man-to-man coaching on the job 
is generally accepted as the most im- 
portant element in the development of 
competent, imaginative, well-rounded 
accountants. The supervisor can improve 
the judgment, initiative, capacity, and 
thinking ability of his juniors by shar- 
ing with them his much greater experi- 
ence. In all this he should endeavour 
to relate the accountant’s activities to the 
rest of the organization. It is important 
to remember that the accountant is only 
one member of the management group. 


The supervisor of students can fre- 
quently make a contribution to the 
growth of his junior by discussing with 
him the general position of the organiza- 
tion under audit. He should describe 
the significance of the enterprise in its 
industry, and of the industry within the 
broader economic structure. 


All public accountants acknowledge an 
obligation to provide adequate study 
opportunities for their registered students. 
Too few of them make serious provisions 
for the discharge of this responsibility. 
Without doubt an analysis of examination 
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results would disclose a definite relation- 
ship between the success of candidates 
and the attitude of employees.* By 
arranging and participating in study 
groups and seminars, by encouraging a 
broader vision and by attention to job 
rotation, most students could be given a 
much more valuable opportunity to grow 
than is at present available. 

Student societies could be a more 
powerful influence for good than they 
have been in the past, in most Provinces. 
Generally, these groups are unable to see 
the importance of wider considerations, 
or are unwilling to divert limited ener- 
gies from the prescribed curriculum. Too 
often, students are unable to secure the 
interest of well qualified accountants even 
for technical presentations. Intelligent 
and sympathetic interest in student affairs 
by senior accouhtants has never been sufh- 
cient for the needs. A reconsideration of 
the relationship between students and 
members is desirable. Where there is 
at present no joint activity each group 
would benefit substantially by joining 
forces. 

The formal courses of instruction 
should be modified to include considera- 
tion of general problems of administra- 
tion. An effort should be made to exa- 
mine the basic principles and to see 
clearly the difficulty of co-ordinating the 
activities of specialists. Organizational 
planning and human relations should be 
included. Many valuable studies of these 
subjects have been made in compara- 
tively recent years, and much useful ma- 
terial is available. The courses of in- 
struction will be incomplete until 
attention is drawn to the nature of the 
responsibilities assumed by a senior 
executive. In this way the student will 


3 See “Staff Training and Education”, by Des- 
mond B. J. Morin, C.A., The Canadian 
Chartered Accountant, April 1952, for a dis- 
cussion of the contribution which the senior 
accountants in a firm may make to their 
students. 
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have an opportunity to see his own 
position more precisely, to understand 
the scope of the accountant’s duty, and 
this would provide a wider horizon for 
those with ambition and ability. 


These proposals may seem likely to 
increase the students’ burden, already too 
heavy. This must not happen. If neces- 
sary, some of the present course content 
should be dropped to make way for more 
general studies in administration. After 
all, no one pretends that present studies 
embrace the entire accumulation of tech- 
nical details, and few would contend 
that many of the topics considered are 
indispensable. Without doubt the tech- 
nical aspects would be more meaningful 
and less onerous if better orientation and 
perspective were achieved. 


Consideration should also be given to 
the merits of requiring from each stu- 
dent a thesis or dissertation as one of 
the requirements for the degree. At 
present too little creative thinking is de- 
manded. Most of the written work re- 
quired is no more than the re-phrasing of 
text books. No single substantial investi- 
gation is required. Each student might 
be asked to select a subject of interest to 
him, to make an extensive study of it, 
and to present his conclusions at length. 
In addition to the undoubted benefit to 
the individual student, much useful re- 
search might be initiated. 


These are some of the innovations 
which should be adopted at the present 
time. In the past too much effort has 
been directed to training, i.e., drilling, 
disciplining, cramming, establishing rou- 
tines, and too little opportunity has been 
provided for development, i.e., growth, 
maturity, expansion, and understanding. 


Some Fundamental Considerations 


At the present time much interest 
centres in the development of executives, 
and much has been written about the 
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subject. This paper cannot deal at any 
length with the function of executives or 
methods of executive development. How- 
ever, some brief reference follows and 
attention is directed to a few matters of 
current importance. 


Every supervisor recognizes many re- 
sponsibilities to his subordinates. One 
of the most important of these is to 
foster a climate within the organization 
in which its members can grow. Unless 
basic considerations are favourable no 
methods or plans for the development of 
competent administrators are likely to 
flourish. 


Current attitudes toward executive de- 
velopment and the methods employed 
vary greatly. In some organizations the 
matter is left largely to chance. No 
“program” is ever discussed. Attention 
is paid to the subject only when a crisis 
has to be faced. Lack of planning then 
becomes clear, vows are made, some brief 
exploration of ways and means may be 
undertaken, but no real benefits accrue. 
At the other extreme there are a few 
organizations with long-established care- 
fully planned executive development pro- 
grams. Such programs operate continu- 
ously and are staffed by men of superior 
patience, vision, and understanding. Each 
program attempts to establish the organi- 
zation’s present and future executive re- 
quirements, to determine the qualifica- 
tions most likely to be suitable for all 
important executive positions, to assess 
the abilities and performance of individu- 
als in order to plan for their further 
development and future responsibilities, 
or, generally, to provide for a constant 
succession of suitable management per- 
sonnel. 


Administrators develop “on” and “off” 


* For example, see “The Development of Ex- 
ecutive Talent—A Handbook of Management 
Development Techniques and Case Studies”, 


American Management Association, New 


York, 1952. 
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the job. On-the-job experience is a 
fundamental need for which there can 
be no substitute. Job rotation, staff duties, 
and coaching*® are important methods to 
be employed in the development of in- 
dividuals. Off-the-job activities have 
been receiving greater attention in recent 
years. A great variety of opportunities 
exist, and a wide range of techniques and 
resources are being employed. They in- 
clude group conferences, role-playing, 
reading programs, visits to other organi- 
zations and many more. Educational in- 
stitutions® are playing an increasing part 
in providing facilities and leadership. 


There is reason to believe that off-the- 
job activities are particularly important 
in assisting executives to gain a better 
balanced, more objective view of their 
own organization and their place in it. 
By getting away briefly from direct con- 
tact with immediate responsibilities a 
clearer view of the task in hand is likely 
to result, particularly if a suitable pro- 
gram of study is undertaken during the 
interlude. Administrators from every 
level demonstrate their acceptance of this 
proposition by ever-increasing participa- 
tion in executive development programs 
sponsored by management associations 
and by a number of universities. 

5 See Mace, Ch. 6, for a study of coaching. 

® Canadian universities now make available 
important opportunities for serious studies in 
administration. Anyone who is interested can 
secure details of the programs by application 
to his local university. Much more can be 
done if the business community expresses the 
need. 
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These considerations are as important 
to accountants as to any other specialists 
who desire to be effective in their present 
responsibilities and to progress in due 
course to more significant duties. 


Conclusion 


The administrator who assumes re- 
sponsibilities of a general nature at or 
near the top of an organization is re- 
sponsible for the co-ordination of the 
efforts of many specialists. His task in- 
cludes the organization and control of 
co-operative efforts directed toward a 
common objective. In order to be effec- 
tive he must have a balanced understand- 
ing of the point of view of each of the 
specialists under his authority, and be 
able to see clearly the role of each of 
them. 

The accountant is a specialist. If he 
is to assume general administrative duties 
he must somehow achieve the qualifica- 
tions noted above. This requires careful 
planning by both the accountant and his 
employer. The period of development 
is long and an early beginning is advis- 
able. Much thought has been directed 
to problems and methods of exea.tive 
development in recent years, and study 
of the opinions now available is recom- 
mended. 

These remarks have been addressed 
primarily to chartered accountants. They 
are equally valid in other associations. 
Lawyers, engineers, all ‘‘professional” 
people, indeed all ‘specialists’, should 
have an unusually strong common interest 
in this subject of “executive develop- 
ment”. 











A Report on the 
Cash Discount Fiction 





By Arthur Blake, C.P.A. 


Accounting theories and practices 
in respect of cash discounts are numerous and divergent 





BUYER for a large retail business 

was examining a manufacturer's 
sample line and thoroughly enjoying the 
dispute over prices and terms. The sales- 
man, however, finally exasperated, ex- 
claimed, “You wouldn’t take them if 
I gave them to you for nothing.” “Of 
course I wouldn’t take them for nothing,” 
replied the buyer, “‘I’d lose my discount.” 


Another buyer in a different organiza- 
tion was asked to participate in a store- 
wide sale. After the sale he commented 
freely on having maintained his custom- 
ary mark-up percent despite reduced sell- 
ing prices, by means of special purchases 
skilfully arranged with his suppliers. 
Later it was learned that the special pur- 
chases had been on “terms: net cash” and 
that the reduced prices had been partly 
due to the loss of the store’s usual 8% 
discount. 


The Problem 


It does not appear that a supplier 
offering a high rate of cash discount 
thereby offers his customers better value 
for their dollar outlay than they can 
obtain from a supplier offering a lower 





rate of discount. This viewpoint is re- 
flected in the practice of reporting sales 
net of cash discounts, as well as returns 
and allowances, on financial statements. 
However, it is quite generally contradict- 
ed by the practice of reporting purchase 
discounts as ‘Other income’, after “‘Net 
operating profit’. Many companies 
treat purchase discounts as deductions 
from cost of goods sold, with favourable 
effects on their gross profit and net oper- 
ating profit. These practices do not pro- 
duce comparable results and published 
financial statements seldom reveal which 
practice is followed. Further variation 
is found in methods of determining the 
amounts of cash discounts to be reported 
in a given period. Many companies ad- 
just for discounts included in merchan- 
dise inventories, accounts receivable, and 
accounts payable. Many do not. 

It is evident, therefore, that cash dis- 
counts are treated as cost reductions by 
some companies and as revenue by others. 
Both cannot be correct procedures. Logi- 
cally, according to the law of contradic- 
tion, cash discounts cannot have the qual- 
ity of cost component and at the same 
time (as other income) not have it; or 


Reprinted with permission from The New York Certified Public Accountant, Oct. 1952 
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cannot have the quality of revenue and 
(as cost reduction) not have it. 


General Treatment 
in Accounting Literature 


The problems presented by these di- 
vergent practices are recognized and dis- 
cussed in accounting literature. Accord- 
ing to one authority, ‘The distinction be- 
tween cost savings and actual, realized 
earnings is not always clearly drawn in 
accounting procedure. The outstanding 
example is the question of the treatment 
of purchase discounts.” Most writers 
of accounting texts describe four methods 
of reporting purchase discounts. They 
are: 

1. Amount actually realized, reported 
as other income. 

2. Discounts at the rate of 2% 
or less, reported as other income; 
discounts at higher rates deducted 
from cost of goods sold. 

3. Amount actually realized, deducted 
from cost of goods sold. 

4. Purchase invoices entered net of all 
discounts, cash and trade; lost dis- 
counts entered as expense. 

The second and third methods are gen- 

erally favoured by those authors who 

expressed their opinions. 


Other Income 


The first method, by which all purchase 
discounts are reported as other income, 
seems to rest upon the following con- 
cept: cash discounts are deductions al- 
lowed to customers to induce them to pay 
their bills within a definite time. This 
suggests that the discount is a fair price 
for the time by which the credit period 
is shortened. The fallacy of this con- 
cept is shown in several ways. First, the 
rate of return represented by the cash 


1 Ewing, A. C., The Fundamental Questions of 
Philosophy, p. 22 

* Paton, W. A., (Ed.), Accountants Handbook, 
p. 165 
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discount is beyond reasonable limits. 
Even a low rate of discount, such as 2/10 
n/30, means that supplier is paying 2% 
for 20 days anticipation of net settlement, 
an effective rate of 36% per annum. 
Money is not worth that much on a going 
concern basis. It thus appears that the 
cash discount is a penalty imposed against 
slow payment. Second, when planning 
a selling price, the required return to the 
supplier is considered covered by the 
net cash price and an amount represent- 
ing the intended cash discount is then 
added. A supplier who needs, for exam- 
ple, $92 to cover costs and a fair profit 
on a given item and who is led by trade 
custom to offer an 8% cash discount 
must establish a loaded selling price of 
$100 which he neither needs nor gener- 
ally expects to collect. He expects and 
will be satisfied with $92. From this it 
appears that the customer who takes the 
cash discount pays in full for the goods 
invoiced and merely avoids a penalty 
for delayed payment. Nor does it appear 
that a customer who fails to take the 
discount receives an asset of greater value 
as a consequence. Cost then ceases to be 
a measure of value. 


There are other objections to this 
method. “As a general principle, profits 
are not made on purchases. A company 
cannot earn income merely by purchas- 
ing merchandise or fixed assets and tak- 
ing the discounts, without making a 
sale.”* In addition, taking all discounts 
is a requisite of efficient management. 
Hence it is not the discount taken which 
is significant but the discount lost. 


Unfortunately, many textbook writers 
describe this method without discussion 
in the early pages of their writings. Stu- 
dents of management and marketing who 
might benefit from clear concepts of the 
role of the cash discount may therefore 


3 Finney, H. A., Principles of Accounting, 
Intermediate. (3rd Ed.), p. 203 
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complete the study of basic accounting 
believing that it is good business practice 
to pay 2% for example, to accelerate 
cash collection by 20 days. 


Part Other Income, Part Cost Savings 


The second method distinguishes be- 
tween cash discounts which are cost sav- 
ings and those which are revenue or other 
income. This is consistent with Income 
Tax Regulations which provide that mer- 
chandise purchases may be valued at “the 
invoice price less trade or other discounts, 
except strictly cash discounts approxi- 
mating a fair interest rate-——’.* Cash 
discounts which even at the low rate of 
2/10 n/30 represent an effective annual 
rate of 36% do not approximate a fair 
interest rate. The “fair interest rate” test 
is relevant, not because of tax regulations, 
but because of its inherent logic in rela- 
tion to the concept that cash discounts 
are offered to induce earlier cash settle- 
ment. Even 1/10 n/60 represents an 
effective rate of over 7% annually. 

Those writers who report this method 
as an accepted business procedure, gener- 
ally advocate treating discounts in excess 
of 2% as deductions from cost of goods 
sold, either separately stated or as trade 
discounts deducted directly from the in- 
voices. There is general agreement on 
the reasoning. ‘‘Normally, however, a 
purchase discount in excess of 2% re- 
gardless of the net date, is viewed as a 
trade discount offered as an inducement 
to purchase or offered for large quantity 
purchase.""* They do not deal with cash 
discounts included in merchandise in- 
ventories, accounts receivable, and ac- 
counts payable, on the balance sheet. 


Cost Savings Entirely 


The third method reports the amount 
of cash discounts actually realized upon 


*Reg. 111, Income Tax Regulations. Sec. 
29-22(c)-3. Par. (2) 

® Holmes, A. W., and Meier, R. A., Inter- 
mediate Accounting, p. 98 
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the settlement of the liabilities and treats 
them as a reduction of the cost of goods 
sold. Accounting literature generally 
favours this method equally with the 
second method that treats only those dis- 
counts in excess of 2% as cost reduc- 
tions. This method recognizes the 
nature of cash discounts as cost savings 
but has several material weaknesses. 
“The accounts do not show how much 
discount was lost by failure to pay bills 
within the discount period.’ Moreover, 
the accounts and statements do not reflect 
professional skill unless periodic adjust- 
ments are made to convert the accounts 
from the cash basis to an accrual basis in 
respect of cash discounts. To do so 
necessitates an inventory valuation ac- 
count, “Inventory Discounts Unearned”, 
with a credit balance; and a valuation 
account for trade accounts payable, ‘‘Dis- 
counts Available on Accounts Payable”, 
with a debit balance.? The ‘Purchase 
Discounts” account, on an accrual basis, 
then bears its true relationship to cost of 
goods sold. Leading firms of accountants 
have followed this practice for the past 
quarter century but it has not had full 
treatment in accounting literature. The 
chief weakness of this procedure is that 
it leaves cost of goods sold loaded with 
discounts lost, as though failing to take 
a discount could enhance the value of 
the goods so acquired. 


6 Finney, H. A., Princéples of Accounting, In- 
troductory, p. 381 
7 Paton, op. cé#t., p. 886 











Net of All Discounts 


The fourth method provides for enter- 
ing all invoices net of all discounts, based 
on the reasonable expectation that all 
discounts will be taken. Discounts lost 
by delay in settlement are then recorded 
as expenses consistent with principles of 
internal control. This procedure pene- 
trates the “cash discount’ fiction and 
views such cost savings as “trade dis- 
counts” by their nature. One technical 
authority states it clearly: “Such terms as 
8/10 E.O.M. and 6/10/60 are really 
trade discounts. They are not allowed 
in order to induce payment, but are given 
because of existing trade practices. When 
a trade discount is allowed, the purchase 
is entered upon the books of account 
at the net price after the discount has 
been deducted.”* An authority on audit- 
ing supports this. He writes, “—cash 
discounts on purchases are preferably con- 
sidered reduction of invoice price or cost 
of sales—’.° A leading accounting 
writer sums it up thus: ‘“The theoretically 
sound method of treating purchase dis- 
counts is to show purchases net, and to 
treat the purchase discounts not taken 
as a financial expense.’ 

This method has the advantages of 
utmost simplicity, easily achieved uni- 
formity, and theoretical soundness, as 
well as many advantages for control and 
management. 


Technical and Practical Advantages 


The advantages of entering all invoices 
net of cash discounts, in respect of mer- 
chandise purchases, are as follows: 

Merchandise inventories: Cost net of 
cash discounts, or cash outlay, most 
closely measures the value of the mer- 


8 Tunick, S. B., and Saxe, E., Fundamental 
Accounting—Theory and Practice, p. 7 

® Montgomery, R. H., Lenhart, N. J., and Jen- 
nings, A. R., Auditing (7th Ed.), p. 431 

10 Holmes, op. cit., p. 98. 
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chandise for inventory purposes, except 
for unusual conditions. Values are not 
inflated by amounts representing collec- 
tion incentives or trade customs capita- 
lized. 

Accounts payable: The liability is re- 
ported as the aggregate of actual pay- 
ment to be made in terms of effect upon 
the asset cash. It is not inflated by an 
amount which the company, is the ordin- 
ary course of business, will not pay. 


Gross profit: Percentages of gross 
profit in relation to net sales are con- 
sistent and comparable among similar 
businesses, among departments in a 
given business, and from year to year. 
Results are not affected by extraneous 
factors such as variations due to trade 
and local customs, discounts not taken, 
and special arrangements with suppliers. 


Net operating profit: Percentages of 
net operating profit in relation to net 
sales are consistent and comparable, in 
respect of merchandise and discount 
transactions, among similar businesses 
and from year to year. Results are not 
affected by divergent practices of report- 
ing cash discounts on a cash or accrual 
basis and giving effect to them, in whole 
or in part, as other income or as cost 
savings. 

Management and control: Marketing 
and merchandise management are not 
complicated by varying rates of cash dis- 
count or no discount on materials 
handled. Adequate internal control is 
maintained over cash discounts lost. 
Bookkeeping is simplified by elimination 
of discount columns in books of original 
entry. Adjusting entries to accrue avail- 
able discounts on accounts payable and 
to defer unearned discounts on merchan- 
dise inventories are not needed. 


Conclusion 


The purpose of the cash discount offer- 
ing is to control the time between receipt 
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of the goods and settlement of the ac- 
count and to differentiate between the 
treatment accorded the slowpay customer 
and that enjoyed by the typical customer 
who pays promptly. The only lapse of 
time contemplated by the parties to the 
transaction is the period required'to com- 
plete the procedures for receiving the 
goods physically and for writing the ac- 
counting records. This describes the 
usual situation. 


Loss of the cash discount by the pur- 
chaser is due to financial incapacity or 
inefficiency in most cases. The lost dis- 
count, therefore, is a measure of the 
quality of financial or operational man- 
agement. It should be given effect as 
such in financial statements. It is no 
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part of the function of cash discounts 
taken or lost to increase or diminish the 
effect of merchandise as a profit factor 
in the ordinary course of business. 


The cash discount, therefore, appears 
as an unnecessarily complicated and 
somewhat immature disguise for a penalty 
or pressure device. Costs of credit con- 
trols ought not be concealed in the costs 
of merchandise sold or on hand. 


Business would do well to abolish 
the cash discount and to maintain its 
credit terms by requiring prompt payment 
as an essential part of satisfactory credit 
standing. Until this step is taken the 
same effect can be had by deducting cash 
discounts from purchase invoices before 
entry on the accounting records. 
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The ‘T’’ Account Method for 
Solving Fund Statement Problems 


By Lewis N. Greer, B.Com., M.B.A., C.A. 


Football found in the T formation a successful offensive device. 
The “T” account method offers comparable advantages in accounting 





IHE MAY 1952 issue of The Cana- 
dian Chartered Accountant contained 
an article by Robert H. Gregory, “A 
Simplified Working Sheet for Solving 
Fund Statement Problems”. In the article 
Mr. Gregory states: “It enables a person 
to work a funds problem in less time 
than is required by conventional working 
sheets, ““T’’ accounts, or schedules’’. 
What is meant by the “T” account 
method? This method was conceived by 
Professor William J. Vatter, University 
of Chicago, and appeared in the June 
1946 issue of The Journal of Account- 
ancy and is now incorporated in the text 
“Intermediate Accounting” by Holmes 
and Meier. I have used this method at 
the University of Saskatchewan with 
great success, and am presenting it in the 
hope that others may find it useful in 
solving fund statement problems for 
examination or for practical purposes. 


One Important Fact 

While I do not propose to cover the 
underlying theory of the statement of 
source and application of funds, I want 
to emphasize and clarify one fact which 
many fail to grasp — changes in work- 
ing capital are the result of changes in 
non-working capital accounts. To illus- 
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trate, assume that X Co. Ltd.’s balance 
sheet on June 30, 1952, was as follows: 





CUPTORE PSSOUB ois ccasssnccs esis $200,000 
Fixed Assets ............ cae 250,000 

$450,000 
Current Liabilities .. $100,000 
OES MOMURRN, uc Sons ccs ect i aieence 200,000 
SCH SULPIUS) 55 deeciiicesncccsess cess 150,000 

$450,000 








The working capital as at June 30, 
1952, is $100,000 (current assets minus 
current liabilities). If in July 1952 X 
Co. Ltd. purchased new equipment cost- 
ing $50,000 for cash, the above balance 
sheet would be changed to: 

Current “ASSCtE Sha ak $150,000 


(emer enets? 2205522. Aee ta. . 300,000 
$450,000 
Current Liabilities ........ casssecoussss §200,000 
PE IN onsen coe csossdesesensatt 200,000 
Eatned Sirplus: .........:-c0.00:05..... 150;000 
$450,000 








The working capital is now $50,000 
(current assets minus current liabilities) . 
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What caused the decrease in working 
capital from $100,000 as at June 30, 
1952, to $50,000 as at July 31, 1952? 
It is obvious from the above that the 
decrease is the result of an increase in 
fixed assets. 


Reduction of Complexity 
through the “T” Account 


All problems are not as easy as this, 
but their complexity can be reduced by 
a simple direct method known as the 
“T” account method. Before outlining 
the “T’’ account method in detail, the 
essential mechanics may be portrayed by 
continuing the above illustration. 


Working capital decreased $50,000 
which according to the rules of debit 
and credit results in a credit to the 
group of accounts comprising working 
capital. Fixed assets increased $50,000 
which must be the result of debit en- 
tries. These changes are recorded in 
“T”’ accounts illustrated below: 





Working Capital Fixed Assets 
ae. $50,000 $50,000 
(a) (a) 
{(1) 50,000 (1) 50,000; 
"x x 





The amount entered in each account 
is ruled off by drawing a line across the 
account (line (a)). This is necessary 
in order that further entries may be made 
which will account for the dollar change 
entered therein. 


It is important to realize, as stated in 
paragraph 3, that changes in working 
capital are the result of changes in non- 
working capital accounts. Therefore, if 
we can account for the changes in the 
non-working capital accounts we can 
account for the change in working cap- 
ital. 

Analyzing the information available 
in the above illustration we find that 
fixed assets in the amount of $50,000 
were purchased for cash. The entry 
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made by the company to record this 
transaction is the entry that must be made 
in the “T’’ accounts. The entry is as 
follows: 
(1) Dr. Fixed Assets 

tS RGAE onsen .cases 

(Working Capital) 

Referring to the “T’’ accounts, we 

notice that we have a credit entry in 
working capital of $50,000 which bal- 
ances the net change entered above the 
ruling line, and a debit entry in fixed 
assets of $50,000 which balances the net 
change entered above the ruling line. 
Having accounted for the changes in the 
“T” accounts set-up, it is suggested that 
each account be designated as cleared by 
using X as a notation for clearance. 


$50,000 
$50,000 


The working capital “T’’ account con- 
tains all of the details necessary for the 
preparation of the formal statement of 
source and application of funds. Entries 
on the debt side are sources of funds, 
and those on the credit side are applica- 
tions or dispositions of funds. 


Procedure Summarized 


The procedure illustrated above may 
be summarized into the following steps: 

(1) Compute the change in working 
capital. The best method of doing this 
is to set up the formal statement of 
changes in working capital. This state- 
ment is required as part of the statement 
of source and application of funds, and 
by doing it in the beginning duplication 
of work is eliminated. 

(2) Rule ledger accounts in “T” 
form with a single account for working 
capital, and separate accounts for the 
various “non-working capital accounts” 
(non-current assets, long-term liabilities, 
share capital, surplus, and profit and 
loss). 

(3) Enter the net changes in these 
accounts and rule them off. 

(4) Reconstruct the entries required 
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to record the changes in the “T” ac- 
counts. 

(5) Clear the accounts by determining 
that the balances above and below the 
ruling line are equal. 

(6) Prepare the formal statement of 
source and application of funds from 
the information in the working capital 
and profit and loss ‘“T’’ accounts. 

In order that the reader may compare 
the ““T’’ account method and the method 
outlined by Mr. Gregory, the same prob- 
lem follows as an illustration (Question 
5, Accounting II, Intermediate Examina- 
tion, October 1950): 

A comparative post-closing trial bal- 








Mr. Lewis N. Greer, B.Com., 
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examinations for admission to 
the Saskatchewan Institute. 
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ance of the F Co. Ltd. is as follows: 





31st December 


1948 1949 
| ___chgeeel en a 51 oie RRR "anlar ne ar : yee ee Dial $ 160,000 $ 210,000 
ERIN SUIS cocoa es aca on head Mego aad ahR bales 120,000 80,000 
Accounts and netes receivable less allowance for bad debts ............ 220,000 250,000 
PRIN ss cite te. Cis User era ak Cet ae aint ee el aA As: 300,000 360,000 
Investments in stock of subsidiary companies (at cost) ..............00. 350,000 240,000 
Buildings and equipment less allowance for depreciation .................. 800,000 1,020,000 
PRE BINA NEN 8 odo css ccs cdeess to reesaa tees wee eeaeiubbe seestasa sees Signe: 140,000 36,000 


$2,090,000 $2,196,000 


—_ 


Miscellaneous accrued liabilities including taxes cance $ 90,000 $ 85,000 


Pt NCL MRE RU RII ooo oh cscecesccenontcns sade siccassccialgnvaibcasetedichs 160,000 180,000 
Sy REIT TMU RESINEMNE cen 2 eee es ease rere Sa seas essng wah en gaenst Desai 500,000 400,000 
Preferred stock (par $25, each share convertible into two 

OE EL en cP a er 250,000 210,000 
Common stock (par value $10) ..............0..000.. ree Te loedice eeate ek 300,000 432,000 
Pee TURIN 2255 ores ise ea Ate ceeds CE pa Be 200,000 258,000 
Earned surplus ..... eR pees Bat ape te ene sv uslas wand tances uc Dien’ 590,000 631,000 


$2,090,000 $2,196,000 
An analysis of the trial balance changes discloses the following: 

(a) Stock owned im the X Co. Ltd., a partially owned subsidiary, was sold for $200,000. 
Stock had originally cost $110,000. 

(b) The entire goodwill of $100,000 was written off the books in 1949. 

(c) The patents had a remaining life of 10 years on 31 Dec 1948, and are being 
written off over this period. 

(d) Mortgage bonds mature on 1 Jan 1959. On 1 July 1949, bonds of $100,000 
were purchased on the market at 10314 and cancelled. The premium on bond retirement was 
charged te earned surplus. 
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(e) The decrease in preferred stock outstanding resulted from the exercise of the 
conversion privilege by preferred stockholders. 

(f) During the year 10,000 shares of common stock were sold at $15 each. 

(g) During the year equipment costing $60,000 with a net book value of $12,000 was 
sold for $8,600. Depreciation of $64,000 was taken during the year on buildings and 
equipment. Additional changes in the buildings and equipment balance resulted from 
the purchase of new equipment. 

(h) The net income for the year transferred to earned surplus was $107,900. 

(i) Dividends declared during the year totalled $50,000. 

Required: 

Submit a statement of source and application of funds and statement of changes 

in working capital. 


Step 1: Prepare the statement of changes in working capital. 


F CO. LTD. 
STATEMENT OF CHANGES IN WORKING CAPITAL 
as at 31 Dec 1949 
Working Capital 
Current Assets 1948 1949 Increase Decrease 


Bank 


Marketable securities ................. 
Accounts & notes receivable—Net 


Inventories .... 


Current Liabilities 


Accrued liabilities including taxes 
Accounts & notes payable . 


_ $160,000 
120,000 
220,000 
300,000 


$800,000 


$ 90,000 
160,000 


$250,000 


$550,000 


$210,000 
80,000 
250,000 
360,000 


$900,000 


$ 85,000 
180,000 


$265,000 


$635,000 


$ 50,000 
$ 40,000 
30,000 
60,000 


$ 5,000 
$ 20,000 


$ 60,000 


$145,000 


Working capital . 


Increase in working capital . 85,000 85,000 


$145,000 $145,000 


$635,000 $635,000 


Steps 2 and 3: Set up ‘T” accounts for the changes in working capital and the non-working 
capital accounts. Enter the changes as debits or credits and draw a line under them 


as illustrated below: 


Working Capital 


“$85,000 | 


(a) Sale of investment 
in subsidiary cos. 200,000 (d) Redemption of bonds . . $103,500 

(f) Sale of Common shares 150,000 (g)-3 Purchase of equipment 296,000 

(g)-1 Sale of equipment 8,600 (i) Dividends . 

CUP ROIS: 5. ccscscsiiccesieane 175,900 








es 
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Investment in Stock of 












Subsidiary Companies (at cost) 4% Mortgage Bonds 
~ | $ 110000 $ 100,000 | ee ae 
| (a) 110,000 (d) 100,000 | 
xX xX 






Buildings & Equipment 


















less allowance for depreciation Preferred Stock 
$ 220,000 | ic $  —- 40,000— | 
(z)-3 296,000 (g)-1 12,000 (e) 40,000 | 
(g)-2 64,000 
xX X ' 









Patents & Goodwill Common Stock 





















i ant. oe ae 
| - re . | (e) 32,000 
c 4,000 


(f) 100,000 
X x 





Earned Surplus Paid-in Surplus 























‘ a a - - a $ 41,000 oe me ve Pah os | vice DOG ae Ee 58,000 
(b) $100,000 | (a) 90,000 a (e) 8,000 
(d) 3,500 (h) 107,900 (f) 50,000 






(g)-1 3,400 
(i) 50,000 | 
x 







Profit and Loss 



















ee 5 wat | $ nil 
(h) Net proht cc:5....5..::.. ; 107,900 | (j) To working capital . wa. 175,900 
(c) Write off patents ............ 4,000 
(g)-2 Depreciation ... 64,000 | 






xX 









Step 4: Reconstruct the entries required to record the changes in the “T”’ accounts. 
The problem outlines changes as supplementary information which is used as the 
basis for accounting for the changes set out in the above “T” accounts. 







(a) WOME CHRON 3 62.csscees testcase Sascha: SORES 
Investment in stock of sabsbdinny © companies......... $110,000 
aN NNER NII 9th oceans a secnatena dea ease ses osh 90,000 





This is the same entry as made by the company with the exception that the 
debit to cash is reflected as a debit to working capital as the sale resulted 
in the provision of working capital. 








INN NI cerca see as tapas s Fak cae acd che bo cde pesos castes . $100,000 

POUTNEN Ee ONOTIN, oii cacasshcasteston ss cos ctaceectvcnscsamsens costs $100,000 
To record the write off of goodwill. This entry does not involve funds 
but must be made to account for the changes in the accounts. 
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WRMNE SIL ABUOIE © Sore ovens cosctie assantecsicece : 

Patents & goodwill 
To write off 1/10 of patents of $40,000. “This is a non-fund entry which 
must be made to account for the changes in the accounts, and determine 
the funds provided by profit. 


ee 
NID BoP tiscc sos ss cocsxeg pass oc, Sano et 

Working capital ........... $103,500 
To record the redemption of ends f $100, 000 : at t 103%. 


Preferred stock . : sistevécies.. US SOOO 
Common stock .. Peers $ 32,000 
Paid-in surplus 8,000 
Conversion of 1,600 preferred shares into common shares, 1 preferred 
for 2 common. 


VCR TRITON nna css scssainss secu ncdsvacncies .. $150,000 
Common stock . 
Paid-in surplus 

Sale of 10,000 shares at $15 per share. 


$100,000 
50,000 


Working capital ......:..:...:0....056000: 
Earned surplus 

Building & equipment . 
To record the sale of equipment. 


Profit & loss ; in nen aris et ees ti, $ 64,000 

Building & squleeumn $ 64,000 
Te record depreciation for the year. This is a non-fund entry which must be 
made to account for the changes in the accounts and determine the funds provided 
by profits. 
Buildings & equipment 

Werking capital 
Problem states that the additional charges resulted from the purchase of 

_ hew equipment. 


Profit & loss .......... DOP aE ae ee ...... $107,900 
Earned surplus . $107,900 
This is the entry made by the company to ae erekt & loss to surplus. 
This entry records the profit as a debit to profit & loss in order that we may 
arrive at the funds provided by profits during the period. 
Earned surplus .. $ 50,000 
Working capitan .. 
To record dividends dediena ‘na paid. 


$ 50,000 


Step 5: After analyzing and recording all of the available data, the next step is to follow 
through all of the “T’’ accounts and make suse that we have accounted for the changes. 
It appears that all changes have been accounted for except working capital and profit. 
The profit & loss account discloses the net profit per statement plus the non-fund charges. 








ss 


0) 
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The total should be transferred to working capital— 

(ji) MP ORIN 20 ose cach cence wcgn os damn tadeiD stents $175,900 
PN eR sce Hons cccccaca de essed Pe aaeeaensdaanetys 

To transfer funds provided by profits to working capital account. 






$175,900 







Step 6: The working capital and profit and loss accounts contain all of the information 
required for the formal statement of source and application of funds. In working out prob- 
lems it is suggested that details of entries in working capital and profit and loss accounts 
be recorded in order to avoid re-examination of entries which would-xesult if only letters 































or numbers were used. 


F CO. LTD. 







STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for the year ended 31 Dec 1949 


Source of Funds: 


Beet GON COE PENI: ssid icisldenscisenn 


Add: Items not requiring outlay of funds 


ReRININR oe sccccias sand vstexteeds es 
Patent write-off 2.0.0.0... 


Application of Funds: 


To redeem bonds at 1039 ...0......0....cceeees 
aD Re UR ERMC SiC Datel shou cb chases svadietac dave 
TO purchase fixed assets. ...........2.6.20.-.0iccc.cccccs. 


Hidden Transactions 


If on clearing the “T’ accounts you 
find that an account is not cleared and 
you are satisfied that all of the given 
facts are recorded, you then assume that 
it is a hidden transaction. An entry 
must be made to clear the account(s). 
A decrease in surplus and an increase in 
share capital would indicate a stock di- 
vidend which would be reflected by the 
entry: 

I er XXXX 
SEO AGROTORD oss ciao sscscc: XXXX 

An unexplained increase in fixed assets 
indicates a purchase of assets for cash 
or an appraisal. If there is no unex- 
plained increase in a surplus account 


ete Bt A NGOs Bids BIGGER: woes. hsn nds 
Sale of 10,000 common shares at $15 ............... 
NN Ce RI NEIROIN 52502 c sot cas cock sSgusia Ssaceas feaseaies 





Increase in working capital ...............0.0.0.0.0000.. 













150,000 


449,500 







PRE tale $ 85,000 
then assume that it is a cash transaction 
reflected by the entry: 


PERO ABE oceans iascas sess: aie See 
Working Capital .............. XXXX 


Conclusion 

The “T” account method illustrated 
above supports Mr. Gregory's proposi- 
tion that there is no sound reason why 
the funds working sheet should use re- 
versing entries. You are concerned with 
accounting for the changes in the ac- 
counts as recorded by the company in 
order to determine the source and ap- 
plication of funds. It is easier to do this 
by making the entries actually recorded 
by the company, than by making revers- 
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ing entries. However, it is easier still 
to follow through the changes in the 
accounts by setting these accounts up 
separately, as illustrated above, than to 
follow them on a large working sheet. 

In solving a problem an attempt 
should be made to provide a simple, 


direct approach that eliminates duplica 
tion of work, enables one to proceed in 
an orderly comprehensible manner, and 
admits of solution in a minimum of 
time. In my opinion, the “T’’ accowat 
method offers such an approach to fund 
statement problems. 





B.C. INSTITUTE SEEKS A DIRECTOR OF EDUCATION 


With a membership which has almost doubled in the last five years, the B.C. Institute 
is now faced with greatly increased problems pertaining to the affairs of its students and 
members. The Institute’s Council, which has always been most interested in maintaining the 
highest possible standard of student education, has for some time supplemented the Chartered 
Accountants Courses of Instruction with a complete series of lectures directly related to the 
course work, given by members of the Institute under the administration of the Committee 
on Education and Examinations. Since a more formal organization is now deemed necessary, 
Council has decided to engage a chartered accountant as director of education and assistant 
secretary-treasurer of the Institute. Details of the position will be found in an advertisement 
on page X of this issue. 
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Recent Books 


C. P. A. Handbook, edited by Robert 
L. Kane, Jr.; published by American 
Institute of Accountants, New York; 
vol. 1, pp. 912 approx.; vol. 2 to be 
issued shortly; price, two volumes $27 
US. 


For the first time public accountants 
have available a comprehensive reference 
work which provides detailed informa- 
tion relating to the management of a 
public accounting practice. Volume 1, 
which is now available, is the work of 
13 authors, mostly practising accountants, 
each of whom, however, consulted other 
accountants as to how problems were 
dealt with in their own offices. Each 
of the thirteen chapters is bound as a 
separate booklet and the whole is con- 
tained in a post binder. 


Chapter 3 discusses in detail the im- 
portant subject of accountants’ partner- 
ship agreements. Extracts are given 
from numerous agreements and _ the 
chapter should be very helpful to ac- 
countants who have intended to prepare 
a satisfactory agreement but who have 
not done so, perhaps because of the lack 
of guidance from other accountants. 





A thorough discussion of office or- 
ganization and records includes considera- 
tion of office arrangement, equipment, 
filing systems, time reports, and ledgers, 
etc. Examples of office forms are con- 
tained in a substantial appendix from 
which an accountant should be able to 
plan suitable forms for his own office. 


A chapter on office procedures for 
correspondence and reports contains this 
observation: “It is surprising to the un- 
initiated that so many methods and varie- 
ties of procedures exist in the offices of 
accountants with similar practices. Many 





are far from efficient. It is evident that 
there is a need for greater attention on 
the accountant’s part toward making his 
office methods as efficient as those he 
installs for his clients.’ A 60-page style 
manual for report writers and typists is 
included in this section. 

This work should be of considerable 
assistance to practitioners who desire to 
continue the progress of the profession 
and improve their service to the public. 

ALBERT C, JOHNSTON, C.A. 
Toronto, Ontario 


Selected Readings in Accounting & 
Auditing, selected by Dr. Mary E. 
Murphy; published by Prentice-Hall, 
Inc., New York, 1952; 431 pp.; price 
$5.25 US. 

One cannot fail to be impressed by 
the amount of research and reading 
which must have preceded the prepara- 
tion of this work. Miss Murphy has 
made a worthwhile contribution by view- 
ing the bulk of accountancy literature in 
retrospect and selecting a number of 
items of lasting significance. 

As editor, Miss Murphy has generally 
confined her selection to articles, reports, 
and books published since about 1940. 
A notable exception is an excerpt on 
accounting for holding companies from 
a book by Sir Arthur Lowes Dickinson 
published in 1922 — to prove at least 
that not all the worthwhile pronounce- 
ments in accountancy have been recent 
pronouncements. 

The articles which gave this reviewer 
the most pleasure personally were (in the 
order of their appearance), Garner's 
“Historical Development of Cost Ac- 
counting”, Kohler’s, “The TVA and its 
Power-Accounting Problems’’, Butters’, 
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“Management Considerations on Lifo”, 
Fitzgerald's, ‘The Classification of 
Assets”, and Montgomery's, ‘““What Have 
We Done and How?’ Of special interest 
also is the article by Maurice H. Stans, 
“Weaknesses in Present Accounting 
Which Inhibit Understanding of Free 
Enterprise”, and George O. May’s reply, 
“The Choice Before Us’. These last 
two items were part of a classic ex- 
change of ideas which appeared in The 
Journal of Accountancy through 1948 to 
1950 on the subject of the need for 
standardizing accounting practice and 
principles. They generated considerable 
heat at the time and make lively reading. 


The editor has inserted a preamble of 
her own at the head of each chapter, 
giving a brief biography of the authors 
of the articles which follow. This is ma- 
terial which in itself is generally unavail- 
able and of course it adds to the interest 
of the articles. 


The reviewer confesses, however, to 
being somewhat disturbed by Miss Mur- 
phy’s practice of making deletions from 
many of the pieces she selected. To illus- 
trate the point: 43 pages of F. Sewall 
Bray's The Measurement of Profit emerge 
as 13 pages in Miss Murphy's book. The 
effect of the deletions is occasionally to 
make the reading disjointed and rather 
generally to make one curious about what 
has been omitted. 


Miss Murphy has included extracts 
from “A Statement of Accounting Prin- 
ciples”, by Sanders, Hatfield and Moore, 
and also the ‘1948 Revision of Account- 
ing Concepts and Standards Underlying 
Corporate Financial Statements” by the 
American Accounting Association. The 
anthology might have been improved — 
and definitely made exciting — by includ- 
ing also some of the sharp criticism of 
these two statements which appeared in 
The Journal of Accountancy immediately 
following their publication. See for 
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example W. A. Paton’s uninhibited 
comments on the former statement in 
the March 1938 issue, and George O. 
May’s scathing remarks about the latter 
statement in the November 1948 issue. 

An obvious omission from any an- 
thology is one of those memorable art- 
icles by Henry Rand Hatfield—“What is 
the Matter with Accounting?”, “An 
Historical Defence of Bookkeeping”, or 
“What They Say about Depteciation”. 
These are classics. 

Selected Readings in Accounting & 
Auditing invites comparison with a slight- 
ly prior book, Studies in Accounting by 
W. T. Baxter (Sweet & Maxwell, Limit- 
ed, London, 1950). But the two books 
are more nearly complementary than 
competitive: for example, Professor Bax- 
ter includes two of the Hatfield articles, 
and there is no duplication at all. Bax- 
ter’s declared objective is “not to compile 
an anthology of all that is best in ac- 
counting, but to fill gaps with material 
that is hard to come by”. 

Until 1950 there were no collections 
of readings in accountancy subjects. The 
appearance of two such works in short 
succession marks an awakening of inter- 
est in that hitherto neglected field, the 
literature of accountancy. Accountants 
labour under the inferiority complex that 
they cannot write well. And now we 
have two volumes of readings to show 
that at least some of them can, and do 
write well. The appearance of these 
books is also a reminder that our ad- 
vanced university accounting courses have 
concentrated too much on problems, not 
enough on the assignment of readings 
and the class discussion of them. And 
quite apart from academic considerations, 
the practising accountant is now afforded 
an easy access to the literature of his pro- 
fession, and has now an opportunity to 
gain new perspective as an accountant. 

J. E. Smytu, CA. 
Queen’s University 





Professional Notes 


C.LC.A. President Visits 
Quebec and Ontario Institutes 


Mr Lorn McLean, president of the 
C.I.C.A., addressed the convocation of the 
Quebec Institute on Saturday, March 14 at 
the Ritz-Carlton Hotel and presented the 
C.1.C.A. gold medal and prize to Mr Edward 
Netten, the 1952 winner. That evening Mr 
and Mrs McLean were entertained at a din- 
ner party given by Mr J. A. de Lalanne, 
president of the Quebec Institute, and Mrs 
de Lalanne. 

Qn Monday, March 16, Mr McLean met 
with members of the Quebec Council to dis- 
cuss matters of common interest. 

Other members of the C.I.C.A. executive 
attending the convocation were Mr W. J. 
Macdonald, first vice-president, and Mr 
C. L. King, secretary. Mr. King was accom- 
panied by his wife. 

Mr and Mrs McLean then went to 
Toronto where on March 20 Mr McLean 
met with the members of the Council of 
the Ontario Institute. At the annual dinner 
of the Institute held in the Royal York 
Hotel that same evening, Mr McLean again 
made a presentation to a prizewinner — 
this time the C.I.C.A. silver medal and prize 
to Mr V. G. Seadon. 


ALBERTA 


McDonald, Currie & Co., Chartered Ac- 
countants, announce the opening of an office 
at 110 Commercial Bldg., Edmonton. Mr 
Herbert Hartley, C.A., formerly of Toronto, 
will be resident partner. 


Mr H. R. Ballard, B.A., B.Com., C.A., an- 
nounces the opening of an office for the prac- 
tice of his profession at 225 Examiner Bldg., 
Calgary, Alta. 


BRITISH COLUMBIA 


R. E. Sayce & Co., Chartered Accountants, 
announce the removal of their offices to 1726 
West Broadway, Vancouver. 


Messrs Paul Rising, C.A. and Alexander F. 
Learmont, C.A. announce the admission to 
partnership of Mr Winston M. Foster, B.Com., 
C.A. Henceforth practice of the profession 
will be conducted under the firm name of 
Paul Rising & Co., Chartered Accountaats, 
with offices at 615 W. Hastings St., Van- 


couver. 
* + . 


Mr. Gordon Cruickshank, C.A. announces 
the opening of an office for the practice of his 
profession at Ste. 9, 416 W. Pender Se., Van- 
couver. 


MANITOBA 


G. M. Horne & Co., Chartered Account- 
ants, Winnipeg, announce the opening of 
a branch office at Virden, Man. 


NEW BRUNSWICK 


At a congratulatory dinner held by the 
New Brunswick Institute, six new chartered 
accountants received their certificates. Mr 
G. A. Oulton, president, made the presenta- 
tions. Guest speaker of the evening was 
Dr W. T. R. Flemington, president of Mount 
Allison University. He was introduced by 
Mr J. A. Marven. 


ONTARIO 


Mr R. J. McKessock, C.A. announces the 
opening of an office for the practice of his 
profession at 10 Francis Block, Fort 
William. 
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ONTARIO 
Ottawa Chartered Accountants Club 


On January 22 the Ottawa C.A. Club heard 
Mr. Clayton F. Elderkin, C.A., Inspector 
General of Banks, speak on “Bank Inspection 
in Canada”, and on March 19 their meeting 
was addressed by Mr. Sidney Turk, chief 
of the Bank of Canada’s Foreign Exchange 
Department. His topic was “The Foreign 
Exchange Market in Canada”. The new C.A.’s 
in the Ottawa district were introduced and 
announcement was made of the winners of the 
club’s awards given to the three candidates 


News of Our Members 


Mr G. V. Ashworth, C.A. (Ont.), has been 
appointed comptroller of The Telegram Pub- 
lishing Co., Toronto. 











Mr Harry D. Patriquin, C.A. (Alta.), has 
been elected president of the Edmonton Cham- 
ber of Commerce. 


Obituaries 


Richard Heyward Bounsall 

The Institute of Chartered Accountants of 
Ontario announces with regret the death 
of Richard Heyward Bounsall at his home 
in Ottawa on March 28, 1953. 


Mr. Bounsall was born at Blenheim, On- 
tario and educated at Chatham. He was 
admitted to membership in the Institute in 
1919 and established his own firm. In 
1944 he was elected a Fellow of the In- 
stitute for distinguished services to the 
profession. He served on the Council of 
the Institute for three years. 





To his wife and family the Institute ex- 
tends sincere sympathy. 











obtaining the highest marks in the Ottawa 
District. 


QUEBEC 


Quebec Students’ Society 


The Chartered Accountants’ Students’ So- 
ciety of Quebec conducted a tax forum re- 
cently in the Montreal High School Audi- 
torium. Henry Dainow, C.A. spoke on 
corporation tax changes; Lloyd H. Paul, 
C.A. discussed personal tax changes; and 
H. B. Savage, C.A. also pointed out some 
special features. 






Mr. James Blyth, C.A. (B.C.; Sesk.), has 
been appointed comptroller of Brazilian Trac- 
tion, Light & Power Company. 








Grand & Toy Limited announce the ap- 
pointment of Mr. Roger I. Priddle, C.A. 
(Ont.), as controller. 





William Raymond Jex 

The Institute of Chartered Accountants of 
Manitoba announces with deep regret the 
death of William Raymond Jex in his 79th 
year on March 6, 1953. 


Born in Birmingham, England, the late Mr. 
Jex came to Canada in 1888 with his parents 
and lived in London, Ontario. In 1910 he 
went to Winnipeg and 1915 he was admitted 
to the Manitoba Institute. For many years 
he practised his profession as head of his own 
firm. 

To his widow and family the members of 
the Institute extend their sincere sympathy. 











& “ 


Accounting Research 


Reports of Studies by 


The C.I.C.A. Research Department 


AN ANALYSIS OF PRESENTATION 
TECHNIQUES IN ANNUAL FINANCIAL REPORTS 


le preceding two articles dealt with 
balance sheet items and their pres- 
entation in financial reports of Canadian 
companies. The following are some 
of the highlights of the analyses of the 
statements of profit and loss for years 
1951, 1950, and 1949. 


Statement of Profit and Loss 
Titke of Statement 


The statements of profit and loss of 
Canadian companies are designated by a 
wide variety of titles. In 208 out of 279 
statements included in the 1951 analysis 
they were described as “Profit and Loss” 
statement as compared with 154 out of 
209 in the 1950 analysis and 144 out of 
202 in the 1949 analysis. The table in 


Fig. 1 sets out the variety of titles used to 
describe the statement in 1951. 

The miscellaneous category includes: 
statement of operations and profit and 
loss, statement of income retained in the 
business, statement of net profit, state- 
ment of earnings, etc. 


Form 


While most companies presented 
separate statements of profit and loss 
and of surplus, 72 in 1951, 70 in 1950, 
and 68 in 1949 presented combined 
statements of profit and loss and of 
surplus. 

Although many companies continue to 
use the ordinary form of profit and loss 


TITLES OF STATEMENT OF PROFIT AND LOSS 


Title 
Profit and loss 


Profit and loss and (earned) surplus 


Income and expenditure 


Income and expenditure and surplus 


Income 
Income and earned surplus 


Profit and loss and earnings retained and used in the business 


Summary of earnings 
Operations 

Earned surplus 
Miscellaneous 
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statement in which various items of in- 
come and expense are grouped and which 
presents intermediate balances before 
arriving at the figure of net profit or loss 
for the year, the increased prominence 
of the “Single Step’ and “Single Step 
and Taxes” form is evidenced by the 
following percentage of statements pre- 
sented in either of these two forms — 
29% in 1949, 52% in 1950, and 50% 
in 1951. 

The single step set-up of the profit and 
loss statement presents an arrangement of 
all income items first, followed by a list- 
ing of all expense items. The total of 
the latter is then deducted from the total 
of the former (or véce versa) to arrive 
at the net profit (or loss) for the year. 


The single step and taxes set up of the 
profit and loss statement is the same as 
described above, except that the estimated 
taxes on income are shown separately as 
a deduction from the net figure of total 
income less total expenses to arrive at the 
net profit or loss for the year. 


Specific Items on 
Profit and Loss Statement 


Designation of the Net Profit of the Year 


In 218 cases in 1951, 159 in 1950, 
and 128 in 1949, the last figure in the 
profit and loss statement or in the profit 
and loss section of the combined state- 
ments was described as the ‘‘net profit 
for the year” or “net income’, etc. 
However, in 44 instances in 1951, 32 in 
1950, and 16 in 1949, the net figure 
from the operations of the year was not 
designated by name, but it was left to the 
reader to determine for himself which 
of the balances extended, if any, was the 
net profit for the year. In the remaining 
instances the figure described as the net 
profit for the year was followed by 
such appropriations as — dividends, 
adjustment of inventory reserves, minor- 
ity interest, transfers to and from reserves, 
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amortization of bond discount, discount 
on preferred shares redeemed, etc. 


Depreciation 


In the 1951 financial statements, 269 
set out the dollar value of the annual 
estimated depreciation — 228 as a separ- 
ate figure before net profit, 23 as a foot- 
note and 18 in the description of the 
operating profit. In addition, three of 
the statements analyzed set out as separ- 
ate figures the depreciation provision 
calculated at the normal rate and the ex- 
cess of the capital cost allowance calcul- 
ated at the maximum rates allowed by the 
Income Tax Act and Regulations over 
normal depreciation which was recorded 
in the accounts in order to enable the 
company to claim it for tax purposes. Of 
the seven instances in which no depre- 
ciation was shown, two had made no 
current provision and five were incorpor- 
ated under provincial law which did not 
require such disclosure. 

Although in most cases the basis of 
the calculation of the current depreciation 
was not disclosed, reference was made 
in several directors’ reports to the im- 
pact of the Income Tax Act and Regula- 
tions on capital cost allowances. Without 
setting out the net dollar effect, many 
directors stated that current depreciation 
had been calculated at the maximum 
rates allowable under the Income Tax 
Act and Regulations. 

The following are excerpts from fin- 
ancial statements which indicate the 
various ways in which recognition is 
given to the effect of the tax require- 
ments as they relate to the companies 
concerned: 


Example 1 
In Statement of Profit and Loss 


Provision for depreciation at 
company’s normal rates ...... . $304,537 
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Profit after normal depreciation 26,851 
Provision for additional depre- 
ciation allowed under Income 
Tax Regulations 209,971 

Net loss for year before tax re- 
$183,120 


Example 2 
In Statement of Profit and Loss 
Provision for depreciation 
at rates approved by the... 
Board of Commissioners of 
Public Utilities 
In Statement of Earned Surplus 
Additional Provision 
for Depreciation 
— provided in 
order to claim for 
income tax  pur- 
poses the maxi- 
mum annual al- 
lowance at fates 
established by 
Schedule B of Part 
XI of the Income 
Tax Regulations .. 


$681,313 


$389,341 


Less 


Reduction in provi- 
sion for income 
taxes as a result 
thereof 


197,715 


191,626 


Example 3 


In Statement of Revenues and Expenditure 
Depreciation $63,842.28 


In Statement of Earned Surplus 
Additional depreciation $27,864.67 
(less tax savings) el 


Example 4 


In Statement of Profit and Loss 
Capital cost allowances in 
respect of lands, plants and 
facilities 
(depreciation and deple- 
tion) 


$27,580,624 
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And in a note to the statement 

' The Canadian Income Tax Act provides for 
capital cost allowances in respect of facili- 
ties under construction as well as facilities 
in use and, in addition thereto, accelerated 
allowances, under certain circumstances. 
The total capital cost allowances, including 
accelerated allowances, charged to opera- 
tions in respect of facilities under con- 
struction amounted to $12,717,283 in 1951 
and had the effect of reducing net profit 
for the year by $6,918,202. 


Interest on Funded Indebtedness 


All but 32 of the 1951 financial state- 
ments concerned set out separately the 
dollar value of the current interest on 
long-term indebtedness. Of these, 16 
were companies incorporated under the 
Companies Act, 1934 (Canada) while 16 
were companies incorporated under pro- 
vincial laws which did not require this 
item to be shown separately. 


Income from 
Non-consolidated Subsidiaries 


Of the 81 companies which did not 
consolidate all their operating subsidiaries 
in preparing the 1951 financial state- 
ments, 25 set out separately the income 
received from non-consolidated subsidiar- 
ies, while 15 included this income in 
“Income from Investments”. The audi- 
tors’ reports on 27 of the financial state- 
ments brought to light the fact that the 
profits and losses of non-consolidated 
subsidiaries had not been taken into ac- 
count in preparing the financial state- 
ments. In the balance of the cases there 
was no indication as to the recognition 
given to profit or loss of the operating 
non-consolidated subsidiaries. 


Taxes on Income 
In the 279 financial reports analyzed 
for 1951, the dollar value of the esti- 
mated taxes on income was set out as 
follows :— 
262 — before net profit 
2 — after net profit 
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2 —as a footnote 

3— as a deduction in earned surplus 

1—no provision shown. 

The remaining nine statements showed 
a loss on the current year’s operations, 
and eight of these indicated the effect of 
the loss carry-over provisions of s. 26 


A Letter from a Reader 


A STUDENT’S CONCEPT 
Toronto, March 10, 1953 


Sir: I have read The Tax Review for 
February containing the editorial comment 
that Canada was at the crossroads between the 
statutory and accounting concept of business 
income, and I am sending my views on this 
subject. 

As students-in-accounts (I have still a 
supplemental in Auditing) we are taught the 
various methods of calculating the annual 
charge for depreciation. In addition, we are 
taught that’ depreciation is the amount of 
services of an asset which has been used 
during a given period. In practice, however, 
it has been my experience, admittedly limited, 
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of the Income Tax Act. In seven in- 
stances the tax adjustment as a result of 
the carry-back of the current loss was 
included in the statement of profit and 
loss as recommended by Bulletin No. 3; 
in one instance the amount was included 
in the statement of earned surplus. 


that the only problem arising with the charge 
for depreciation was the amount allowed by 
the Income Tax Act. It seems to follow that 
if we so easily give up our concept of the 
purpose of depreciation, then we must be 
prepared to give up other concepts governing 
measurement of income. 


I am possibly missing some more important 
point but I wonder what effect, if any, would 
have resulted if, when the Income Tax Act 
revised the computation of depreciation in 
1949, accountants as a group had disregarded 
the Act and used the concepts we have been 
taught. At least this would indicate a convic- 
tion that we believed in our concepts. 


K. M. CANNON 





The Students’ Department 


J. E. Smyth, C.A., Editor 


NOTES AND COMMENTS 


HE British firm of chartered account- 
ants, Russell Tillett & Co., have re- 
ported as follows on the balance sheet of 
a furniture manufacturing company as 
of 30 Sept 1952: 

Our investigation and audit have disclosed 

various defects in the company’s accounting 

system and there are still certain matters 
as indicated in the directors’ report on 
which inquiry is not complete. 

Subject as aforesaid and to the notes on 
this page, we have obtained all the in- 
formation and explanations which, to the 
best of our knowledge and belief, were 
necessary for the purposes of our audit. 

In our opinion proper books of account 
were not kept by the company. We have 
examined the above balance sheet and 
annexed profit and loss account which are 
in agreement with the books of account as 
adjusted by us to accord with the informa- 
tion obtained by us in the course of our 
investigation and audit. 

Subject as aforesaid and to the notes on 
this page and to the matters set out in the 
directors’ report, in our opiniom and to the 
best of our information and according to 
the explanations given to us, the said 
accounts give the information required by 
the Companies Act, 1948, in the manner 
so required and the balance sheet gives a 
true and fair view of the state of the 
company’s affairs as at September 30th, 
1952, and the profit and loss account gives 
a true and fair view of the loss for the fif- 
teen months ended on that date. 

The firm of chartered accountants 
which made the above audit report was 
instructed to investigate the company’s 
affairs in October 1952 after the former 
auditors had resigned. As a result of 


the October investigation a substantial 
loss of capital was indicated. The com- 
pany’s financial position was, among 
other things, attributed to a faulty inter- 
nal system of estimating and costing 
which resulted in manufacturing losses 
continuing undetected. The board of 
directors requested and received the resig- 
nation of their chairman. The company’s 
solicitors have been instructed to look 
into the liability of any or all of the 
directors for the losses revealed. <A 
competent full-time financial and cost 
accountant has been appointed and 
“measures have been initiated with a 
view to the institution of an efficient 
system of cost control and estimating”’. 


The circumstances of the above in- 
vestigation and audit are the subject of 
comment in the Finance and Commerce 
section of The Accountant, February 14, 
1953, from which source we have derived 
our information. 

ok * * * *K * 


On a less important matter, but closer 
to home, we note with dismay that the 
recent published balance sheet of one of 
the largest Canadian trust companies is 
dated for the year ended December 31, 
1952. We trust it is only a printing 
error. 

* * * * * * 

A contemporary of ours, the Students’ 
Department in The Canadian Journal of 
Accountancy, contains in its March 1953 
issue an article by Mr. F. T. Sudbury 
C.P.A. entitled, “A Timely Message te 
Examination Candidates”. We agree 
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with the sentiments expressed and com- 
mend the article in its entirety to readers 
of this Department. For example, one of 
the points Mr. Sudbury makes is as 
follows: 
The “frame of mind” in which a candi- 
date enters an examination room will, to 
a not incomsiderable extent, influence his 
chances of success. So first of all, let's 
shake hands with the examiners, in a 
friendly fashion. Do not harbor the mis- 
anthropic thought that the examiners are 
ogtes who are with evil glee planning your 
downfall. On the contrary they devote 
much time and care in the effort to present 
questions which wil elicit from you 
anwsers which prove that you have in fact 
become enlightened and informed in re- 
spect of the subjects within the curriculum 
of the Association [The Certified Public 
Accountants Association of Ontario] ... . 
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Enter the examination room, therefore, 
in a spirit of co-operation with the exam- 
iners. Do not allow your efforts to be 
spoiled by some hostile thought that the 
examiners are trying to “trick” yeu or to 
“catch” you. There is no such desire, no 
such intention. Just try to prove to the 
examiners that no matter what question is 
presented, you have so trained yourself 
that you are able to give a reasonable and 
intelligent answer. 

While in the examination room do not 
allow your equanimity to be disturbed by 
feelings of irritation, annoyance, resentful- 
ness, or alarm. Regard each question, nor 
as a snare, but as an opportunity for you 
to display your resourcefulness. Strive to 
impress the examiner with your ability to 
meet any set of circumstances with good 
sense and intelligence. 


SOLUTION TO THE APRIL PUZZLE 


$1 deposited by a 
the next $1 ‘4 as 


son would add $7 to the total 


13 o ” ” 


From the above, the following cumulative totals can be computed showing the amount 
added to the three accounts, in total, for any given number of dollars deposited by a given 


son: 
$1 deposited would result in $7 added to the total; 
$2 . oy ee ~ ee. = eae 
$3 ss v a ym 7 
$4 A m é ae 
$5 95 
$6 Pe ve a2 
$7 és xs a ” E73 


Since the father made initial deposits totalling $3, it remains to be found what further 
amounts deposited by the sons would add $197 to the total. A little contemplation shows 
that $5 deposited by two of the sons and $1 deposited by the third would result in $197 


being added to the total [$95 + $95 + $7]. 
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PUZZLE FOR MAY 
“Isn’t that your old motorcycle?” I but poor old Dusty made a loss of 20 
asked Alfred. per cent when he sold it back to me.” 
“That’s right,” said Alfred. “I first “And how much have you paid for 
bought it about a year ago. I sold it to it?” I asked. Alfred grinned. “$8 
Larry at a profit of 25 per cent, and then more than I paid the first time.” 


Larry sold it to Henry at a loss of 10 What did he give for the motorcycle 
per cent. Henry next disposed of it to originally? 
Dusty at a profit of 33-1/3 per cent, (Contributed by a Vancouver reader) 


AN ACCOUNTING TEASER 


(From “The Choice Before Us” by George O. May, The Journal of Accountancy, March 1950) 

Assume two students were asked to undertake tasks for which each was to receive $25 
providing his was accomplished within three days. One of the students put in very intensive 
work and completed the task in one day, and received his $25. The other did a full third 
of the task in the first day, but on the second day events happened which prevented him from 
completing it. Did he earn $8.33 the first day and lose it the second day, or did he earn 
nothing either day? 

Mr. May has the following to say in reply to his own question: “The simple fact is 
that what is deemed to be income for a given year depends in part on what has been 
treated as income in the past and in part also on what is expected to happen in the future, 
so that it cannot be a factual determination.” 


PROBLEM 1 


Intermediate Examination, October, 1952 
Accounting I, Question 3 (20 marks) 


The following are the balance sheets of two companies in the same line of business 
as at 30 Sept 1952: 


ASSETS 

Current Assets A Co. Ltd. B Co. Ltd. 
eee Beta tk Tee $ 39,000 
Dominion of Canada bonds .. ee seria gee sniuaue 75,000 25,000 
Accounts Receivable .............. See eS ste 127,000 98,000 
Less—allowance for doubtful debts ................ So, (12,100) (9,600) 
Inventories—merchandise ........................ a LOO e seed 200,000 225,000 
MINNIE ee nyo reriatteci a iaucdeteecstia 10,000 9,000 
eh NN fc Facscecioss scactAbecyasnieae becavearlatsiacdalsvsleeion 7,400 3,600 
NT Fis aN ae Ra tans 2,700 5,000 

$ 539,000 $ 395,000 

Fixed Assets 

MR AE ris IG Tabara sk SR oR Ga een Se Ee a $ 100,000 
I a lens ache aE ae od ap 3 oS hel SI lin 145,000 153,000 
Less—accumulated depreciation ...............c:cccccecccseeeee (56,000) (65,000) 
DASCHIDELY ANG SQUIPMEN oo. s.ccccekcccscssegienesocsscesentsuress 179,000 211,000 


Less—accumulated depreciation ..................cceseeeeeeeees (27,000) (30,000) 


$ 331,000 $ 369,000 
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Other Assets 


SOR ONP NI EN MCRAE SG ERG. 9 favs cnassv ok toa ot a vsaca nance ynserstedovannerss $ 30,000 $ 40,000 
$ 900,000 $ 804,000 





LIABILITIES AND CAPITAL 


Current Liabilities 


Bank loan .......... See hater oe ,sexnss > 440,000 $ 50,000 
Accounts payable en recat cock De Mee AEEeN Ee 100,000 150,000 
Income taxes payable ............... IOI argent te AS cas 50,000 25,000 





$ 190,000 $ 225,000 


Capital and Surplus 











Capital stock—40,000 shares ssh . . $ 400,000 $ 400,000 

Surplus ........... Preece ake! a Re tease 195,000 150,000 

Net profit for the 4 year . Saas sae aS 115,000 29,000 

$ 710,000 $ 579,000 

$ 900,000 $ 804,000 

Sales for the year .......... spe nsGe ns isis tus avesheureasesact Lee: $1,125,000 

Cost of goods sold for the year Seenaeerants . $1,600,000 $ 843,750 
Required: 


Compute, and describe briefly the significance of, the various ratios and comparative 
figures which are useful in making a comparison of the two companies. 


A SOLUTION 
A CO. LTD. AND B CO. LTD. 
COMPARISON OF SIGNIFICANT RATIOS 
30 Sept 1952 
Current Ratio—The ratio of current assets to current liabilities determines the adequacy 


of working capital to finance everyday operations. It compares cash and assets con- 
vertible into cash within one year with the short-term debts of the company. 


A Co. Ltd. B Co. Ltd. 


Current assets ......... Meters oh a Leesa! eh es a Sophie eats $539,000 $395,000 
Current liabilities 0.000.000.0000... Re ee ne ea el 6 RIN 225,000 
Working capital ...... a Wintec: aor 170,000 
Ratio of current assets to current t liabilities ee - eee 2.84:1 1.76:1 


Quick asset ratio—The ratio of current assets (exclusive of inventories) to current liabilities 
determine the ability to meet liabilities quickly and on time without a forced liquidation 
It also reveals the degree of dependence on trade creditors for funds. 





Current assets .......0............. Die erdics Sed OS inh a bata aon Tas cues $539,000 $395,000 
EN UONNRID ERI ed crip cate cad bcs Paes conse Rage ..sieecces, 200,000 225,000 
Liquid assets .............. daattvn ee daaay: 2 Crdtudtcce - Bepeo 170,000 


Current liabilities ................. rier ne meh ss heoeuat eset 190,000 225,000 








snr 
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Peed ADIN biel ut tcc: eps asy Ns e eR Meare ae ... 149,000 (55,000) 
pennies ER orice, year ates ea Pina acct eects nmteb ed aise staccotess 1.8:1 1:13 

B. Co. Ltd. is leaning on its creditors and the bank to furnish working capital in the 
form of inventory while A Co. Ltd. is able to finance its inventory out of its own capital 
resources, requiring current funds only to meet current obligations. 

Collection Ratio—The ratio of sales to outstanding receivables reveals the rate of collection 
of accounts. The trend of this ratio over a period of years shows whether collections 
are improving or deteriorating relative to sales volume. The ratio also shows 
whether sales are being made at the risk of potential heavy bad debt losses. 


A Co. Ltd. B Co. Ltd 


eth a oe a ag Re a $2,000,000 $1,125,000 
NNN OY IN 55 hyphae Baden ae OLS Gav has es 127,000 98,000 
Ei RS DS tae at heel hon ae AR TN EAS an) ce AEB ea RN 16:1 IVS 


A Co. Ltd. has a much more dictaie credit policy and collection record than B Co. 
Ltd. and its potential bad debt risk is smaller. The accounts receivable of B Co. Ltd. 
probably contain a larger number of doubtful or bad accounts. B Co. Ltd. appears to be 
pushing sales at the expense of credit losses. The accounts of A Co. Ltd. are more 
valuable in total and a better security for loans. 

Turnover—Comparison of cost of sales to inventory reveals the condition of inventory 
and the probability that slow and obsolete items are included in the inventory figure. 

It also shows if too much capital is tied up in inventory in relation to the volume of 

business being done. 


RGB AiE RISO OS SIUM eh coe csccasa vs Caccssekasisbedeagsictevrssseasian sect Menaiigenin Meee $ 843,750 
Inventory ....... Es toe AS ATG RRs Cid Been bu Es 200,000 225,000 
PMN RARER possi eee, a ceaysucsg eRe ean ae ole 8 times 3.75 times 


Profit % on sales—shows net profits earned per dollar of sales. 
A Co. Ltd. B. Co. Ltd. 


ON a oN a oh a | a 
SIR ap rey oa, Ue ee ue Lum eter at wohl a mele ale eo sl 115,000 29,000 
NN AGC RRNI 6x03 aed oe haa eh Spin oe ho ace dha he 5.75% 2.58% 


A Co. Ltd. has a much better profit ratio and lower overhead cost per dollar of 
sales. Its better gross profit ratio indicates more effective buying and selling policies. 


Fixed Asset Ratio indicates the ratio of fixed capital investment to shareholders’ equity. 


Fixed capital .............: : Peer cdechuasieds cue. $ 361,000 $ 409,000 
Shareholders’ equity — ‘teat GE ORES st precy. Seacaemtee' Gah 595,000 550,000 
Ratio of fixed investment to capital ........ ...... Sree dee RR ee, 60.7% 74.4% 


A Co. Ltd. has more capital funds sient ‘ies elaine current operations, and is 
therefore not as dependent on banks and other creditors. 


Earnings on Investment — 


Shareholders’ equity — first Of year .o.......ccccecesesceseeseeseeesseeees $595,000 $ 550,000 
BAO TONES: ait evs certs Re yeaa faa eaten cesiaes tc aac eees Seem 115,000 29,000 
Ey UME OU N INE RN TNOEN cco 832s ctu s ed ecueg eds avheses vata seaceacis 19.3% 5.3% 


This ratio reveals that the goodwill of B Co. Ltd. is not very valuable and that that 
company has no more than normal earnings at most on its investment and perhaps even 
less than normal considering the risk factor. 


EXAMINER’S COMMENTS 


Many students worked out a variety of ratios and did not attempt to specify the 
main ones. Their understanding of the sigmificance of the ratios was poor. A number of 
students invented meaningless ratios and seemed to be grasping for straws in their haste to 
get something on paper. 
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PROBLEM 2 


Final Examination, October 1952 
Accounting I, Question 2 (22 marks) 


R, a manufacturer of plastic articles to specific order, has requested CA to advise him 
as to the installation and operation of an efficient system of ascertaining and recording his 
factory costs. 

The factory building houses the two main divisions, the machine shop and the 
plastics moulding department as well as the office. 

The machine shop division turns out all the steel moulds used in the manufacture 
of the plastic articles. The machining of each mould, which involves considerable time 
and precision, necessitates the use of highly skilled labour. 

All factory employees are paid on an hourly basis. 

The plastic moulding division turns out the finished products, which consist of 
a wide variety of ash trays, buttons, automobile equipment, etc. In this division the process 
consists of placing chemical powders in a mould which is then placed under steam 
pressure for a few minutes. After being pressed a certain amount of finishing and in- 
spection labour is necessary to complete the articles. 

Required: 
Outline a satisfactory cost system for this organization. 


A SOLUTION 
THE R PLASTIC MANUFACTURING COMPANY 
OUTLINE OF PROPOSED Cost SYSTEM 


1. Preparation of original sources and supporting records 


Materials—A detailed perpetual inventory record should be tied in to the factory 
ledger control. 

—lIssues on an approved form must be made by the storekeeper and the 
particular job chargeable ascertained and noted. 

—A monthly summary of issues to jobs should be prepared as a basis for 
posting to the general and subsidiary ledgers. 

Labour —Time cards and a daily time sheet showing the jobs chargeable are neces- 
sary. Total wages will then be distributed to jobs on the basis of these 
sheets at actual cost and in hours. 

—A report on production should be recorded on the job cards from the daily 
time summary. 
2. Job Cards—Each production order when approved, should be numbered and a sub- 
sidiary ledger card prepared to show: 
Material—posting of issues from stores at cost 
Labour—posting of charges from labour summary 
Production—reported production from labour reports 
Spoilage—on the basis of reports from both divisions an entry should be made 
recording a reduction in the quantity produced in the plastics division. 
3. Distribution of overhead expenses 
All overhead expenses should be classified as follows: 
General and administrative 
Sales 


Plant—machine shop 
- —plastics division 
Factory expenses should be further classified into those to be charged to jobs on the 
basis of: 





~~ a. ef 2 
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(a) materials issued 

(b) labour hours 

(c) labour costs. 
The total overhead should be distributed to the divisions on this basis and entered 
on the job cards. 

4, Finished goods inventory 

As a job is completed the product should be transferred to finished goods and a 
count made at that time (or at the time of shipment if the item is to be shipped 
directly). The amount should be recorded on the job card and a calculation made as 
follows: 

Production per labour report 

Less spoilage se 


smortage —— as wu (Shortage figures 
should be followed up) 
Completed quantity 


In a business of this kind, where no production is made for stock, the job card 
can be used as a finished goods record and shipping reports can be entered on the card 
— i.e. the quantity shipped can be recorded, and the balance shown will be the quantity 
on hand. This procedure will serve to control quantities from the production to the 
shipment stage. 

Sales invoices should be typed from production orders, a duplicate serving as a ship- 
ping report which can be posted to the job card. 

5. Transfers of production orders 

Once a job is complete in the machine shop, it should be transferred as a material 
cost of the plastics division. Any scrap value caused by spoilage in this division should be 
credited at scrap value to the job. 

On completion of processing in the plastics division, the job should be transferred 
to finished goods. 

On sale, the cost of the job should be charged to cost of sales. 

Entries on the job card and the journal entries in the factory ledger should coincide 
with the physical transfers of production. The job card will then serve in turn as a sub- 
sidiary record for work-in-process, machine shop, work-in-process plastics division and 
finished goods inventory, and subsequently as a basis for the cost of sales entry. 

6. Detailed records 

The production order originates the job and should be numbered serially and 
approved by sales manager, plant superintendent and engineers. 

The job card should be in the form of a ledger card with space for material, labour, 
labour hours, overhead ($), production, spoilage, shortages, shipments (quantity), and 
selling price. A report of spoilage should be prepared for each division, classified by 
job. It should be made up by the inspector or foreman in charge. 

A production report should be made up to show the quantity of production delivered, 
as per the time summary sheets. 

A material issue slip in the form of’ an approved requisition to the storekeeper for 
the delivery of required materials is necessary. 

The sales invoice, serving as a duplicate shipping record, will be entered on the job 
card to complete the history of the job. 














234 The Canadian Chartered Accountant, May, 1953 


EXAMINER’S COMMENTS 


Some candidates described a job order cost system for the machine shop division 
and a process cost system for the plastic moulding division. Other candidates attempted to 
develop standard costs in the job order cost system. A number wasted time developing 
one phase excessively. 


PROBLEM 3 
Final Examination, October 1952 
Accounting I, Question 3 (15 marks) 


H Ltd. manufactures a single product and uses an estimated cost system. Based on 
the revised estimate of the preceding month the estimated cost of the product for the 


month of January is: 


Material $20 
Labour a ; 6 

Factory service expense 
2 machine hours @ $7.50 ........ sid 15 
$41 


The following transactions pertain to the month of January: 


Work in process inventories 70 units 50 units 
Jan. 1 Jan. 31 
Material , F : ; 100% complete 100% complete 
Labour .. ee .. 40% complete 70% complete 
Factory service expense ........ : 40% complete 70% complete 
Material put in process—actual cost $12,000 
Labour put in process—actual cost . $ 3,200 
Factory service expense—actual cost $ 7,000 
Machine hours : aa 1,050 
Units completed ... i 500 
Units sold . eee x areata on neers 450 


Required: 
Journal entries to record the above information and to adjust the variation from 
estimate for the month of January to inventories and to cost of goods sold. 


A SOLUTION 
BOOKS OF H LTD. — JANUARY 
JOURNAL 
Dr. Cr. 
1. Material in process ........ Beare Ge $12,000.00 
Material inventory .......... ee $12,000.00 
Actual cost of material put in process 
2. Labour in process .............. 3,200.00 
Accrued payroll .................. 3,200.00 
Actual cost of labour put in process 
3. Factory service expense is 7,000.00 
7,000.00 


SND MINN costar Sols anak h es asevio anevasasoies 
Actual factory service expense incurred 











ion 
to 
ing 


on 
he 


— wa we Se «6 
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4, Factory service in process ..... 
Factory service applied 
Actual machine hours for mont 


5. Finished goods inventory . 
Material in process .... 
Labour in process .... 


h 


Factory service expense in process 
Transfer estimated cost of units completed 500 @ $41.00 


6. Cost of goods sold ................... 
Finished goods inventor 
Estimated cost of goods sold 


7. Cost adjustment account ..... 
Material in process .. 
Labour in process ...... 


y 


Factory service expense in process 
Adjust work in process to estimated cost 


(See Schedule 1 for deta 


ils) 


7,875.00 


20,500.00 


18,450.00 


2,828.00 


8. Factory service expense applied ...... 


Factory service expense 
Cost adjustment account 


Close out applied factory service account 


oe, NNER WORN ANN RONUICEDNS 8 5 iGo coher cove saicsns visietoalvodk Ga iabaeecacdectaee 


EADOUr MM POCESS) |, «.5.0...6..6.08:;. 


7,875.00 


250.00 
Ea cicaoaecebaveaensneeevereeny 4 10.91 


Bisislied GOONS! ©... cccsssicisesssesce access ROR REPOS Ree Te ores 205.87 
RORIB Air MRIS SN ec 2a esate eee cin nave foreigacbisecolel 1,527.99 
in process ..... 

Cost adjustment account ................... Sake eal ifikole ts j 


Factory service expense 


Distribute net variances (see scl 


Schedule 1 


1edule 2) 


CALCULATION OF VARIATION FROM ESTIMATE FOR JANUARY 
Work in process Work in process 


Material 
50 units @ $20 ......... 
Labor 
50 units 70% 
complete @ $6. 
Factory service expense 
50 units 70% 
complete @ $15 . 











Jan 31 Jan 31 on 
per books Estimated Basis 
$3,400 $1,000 
368 210 
795 525 
$4,56 $1,735 
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7,875.00 


10,000.00 
3,000.00 
7,500.00 


18,450.00 


2,400.00 
158.00 
270.00 ‘ 


7,000.00 
875.00 


41.77 
1,953.00 


Variation 


$2,400 


158 
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Schedule 2 


ALLOCATION OF VARIATION 
Material Labor Factory Service Expense 
Units % Effect. Units % Effect. Units % Effect. 
Units Units Units 
Opening inventory needed 
to complete 70 70 60 42 70 60 42 
Started and finished ............ 100 430 430 100 430 100 430 
Complete in closing 
inventory in process 100 50 30.670 S35 70 


507 


Total variances eset $158 $605* 
Effective units sera 507 507 
Variance per unit ................ $.3116 $1.1933* 
Corrections: 
Work in process $ 10.91 $41.77* 
Finished goods és 15.53 59.66* 
Cost of goods sold 131.56 503.57* 


$158.00 $605.00* 


N.B—* indicates credit 


EXAMINER’S COMMENTS 


The candidates on the whole seemed to know what was required. 





